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SEED  ACT  ASSISTANCE  PROGRAMS 


THURSDAY,  MARCH  23,  1995 

House  of  Representatives, 
Committee  On  International  Relations, 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  10  a.m.  in  room  2172, 
Rayburn  House  Office  Building,  Hon.  Benjamin  A.  Gilman  (chair- 
man of  the  committee)  presiding. 

Chairman  Gilman.  The  Committee  on  International  Relations 
will  come  to  order. 

This  morning,  our  committee  will  take  testimony  on  our  assist- 
ance programs  targeted  toward  Eastern  Europe  under  the  Support 
for  East  European  Democracy  Act  of  1989,  also  known  as  the 
SEED  Act,  as  it  is  commonly  referred  to. 

I  want  to  thank  our  witnesses,  Ambassador  Johnson,  Ralph 
Johnson,  State  Department  Coordinator  of  Assistance  to  Eastern 
Europe;  and  Mr.  Tom  Dine,  Assistant  Administrator,  of  the  U.S. 
Agency  for  International  Development,  for  responding  so  coopera- 
tively to  the  committee's  request  that  they  appear  before  us  this 
morning. 

We  look  forward  to  your  testimony,  gentlemen. 

Let  me  note  in  the  way  of  an  opening  statement  that  we  should 
not  overlook  Eastern  Europe  or  the  developments  there.  As  history 
has  shown,  events  in  that  region  have  the  capability  to  drastically 
affect  the  entire  world. 

Today  the  conflicts  in  Bosnia  and  in  Croatia,  the  simmering  un- 
rest in  the  region  of  the  southern  Balkans,  and  the  region- wide 
challenges  associated  with  dealing  constructively  with  national  mi- 
nority issues,  and  the  difficult  transformation  to  market-based 
economies,  all  of  these  indicate  the  seriousness  of  the  issues  that 
the  international  community  must  address  in  that  region. 

This  committee  has  already  taken  testimony  from  Assistant  Sec- 
retary Richard  Holbrooke  on  policy  issues  in  Eastern  Europe. 
Today  we  will  be  focusing  on  the  ways  in  which  our  SEED  assist- 
ance programs  are  working  to  support  our  own  nation's  policy  in 
that  region. 

Obviously,  we  will  also  seek  to  focus  today  on  the  administration 
of  the  SEED  program  itself,  particularly  in  the  context  of  the  fiscal 
year  1996  budget  request. 

Before  I  yield  to  my  colleagues,  I  would  like  to  point  to  a  couple 
of  things  that  concern  me  at  this  point. 

First,  I  am  concerned  that  the  East  European  countries  efforts 
to  reform  their  economies  may  be  losing  some  steam.  I  note  in  that 
regard  that  the  G-24  group  of  countries  who  provide  assistance  to 

(l) 


Eastern  Europe  made  the  point  earlier  this  month  of  collectively 
reminding  the  countries  of  Eastern  Europe  that  if  reforms  do  not 
continue,  neither  does  the  assistance. 

Second,  I  note  that  although  foreign  direct  investment  in  Eastern 
Europe  is  increasing,  it  still  amounted  to  only  about  $10  billion  be- 
tween 1990  and  1993. 

During  that  same  period,  the  little  country  of  Singapore  alone  at- 
tracted f  15  billion  in  such  foreign  investment. 

I  would  also  like  to  ask  our  witnesses  to  address  those  issues  as 
well  as  those  concerning  the  possible  admission  of  East  European 
states  into  the  European  Union. 

I  note  that  there  have  been  reports  recently  indicating  that  top 
European  Union  officials  believe  that  expansion  of  that  important 
economic  organization  into  Eastern  Europe  will  not  take  place  for 
some  time  to  come.  This  indicates  that  either  its  expansion  is  not 
suitable  until  the  NATO  military  alliance  first  expands  or  that  they 
think  the  market  infrastructure  of  the  East  European  states  is  just 
not  at  par  with  that  of  current  EU  members. 

Ultimately,  admission  of  the  East  European  states  into  the  Euro- 
pean Union  will  do  a  great  deal  to  lock  in  the  progress  and  assist- 
ance provided  by  countries  like  our  own  as  helped  achieve  in  East- 
ern Europe. 

While  the  United  States  has  little,  if  any,  say  in  matters  involv- 
ing the  European  Union,  I  would  hope  that  our  Government  is 
using  every  means  available  to  encourage  that  organization  to,  in- 
deed, admit  East  European  states  in  the  near  future. 

With  that,  I  would  like  to  yield  to  my  colleague,  the  gentleman 
from  Illinois,  Mr.  Manzullo. 

Mr.  Manzullo.  I  have  nothing. 

Chairman  Gilman.  No  comment. 

The  gentleman  from  Virginia,  Mr.  Moran. 

Mr.  Moran.  Thank  you,  Mr.  Chairman.  I  do  not  have  any  pre- 
pared comments  either.  But  I  would  like  to  show  a  little  support 
for  this  program. 

Now,  the  only  comparable  effort  with  as  much  potential  as  this 
program  has,  was  the  Marshall  Plan  after  World  War  II. 

In  today's  dollar  terms  that  would  have  been,  what,  a  $300  bil- 
lion investment?  And  this  is  a  fraction,  a  minuscule  fraction;  and 
yet  it  looks  as  though  it,  nevertheless,  has  the  potential  to  have  the 
same  kind  of  payoff,  because  everything  is  in  place;  and  all  we  are 
talking  about  is  a  little,  as  they  say,  SEED  money  to  make  it  work. 

And  the  payoff  is  just  enormous  in  terms  of  trie  economic  trade 
potential.  And  from  a  parochial  standpoint,  too,  the  savings  we  can 
achieve  from  not  having  to  make  the  defense  investment  that  we 
have  traditionally  made  and  that  has  strangled  our  ability  to  deal 
with  a  lot  of  domestic  priorities. 

And  so  we  have  got  everything  to  gain  and  very  little  to  lose  from 
a  small  investment,  and  I  am  glad  to  hear  yours  and  know  of  your 
continued  support  for  the  program  and  glad  we  have  an  oppor- 
tunity to  have  this  hearing  today. 

Thank  you,  Mr.  Chairman. 

Chairman  Gilman.  Thank  you,  Mr.  Moran. 

Mr.  Hastings. 

Mr.  Hastings.  Mr.  Chairman,  thank  you  very  much. 


In  the  interest  of  time,  I  will  forego  any  opening  statement  at 
this  time. 

Chairman  GlLMAN.  Thank  you,  Mr.  Hastings. 

[The  prepared  statement  of  Hon.  Christopher  H.  Smith  appears 
in  the  appendix.] 

Chairman  Gilman.  And  with  that,  we  are  pleased  to  call  on  Am- 
bassador Johnson.  If  you  would  like  to  read  your  whole  statement, 
that  is  all  right.  Or  if  you  would  like  to  summarize  it  and  put  it 
in  the  record  and  make  some  brief  statements,  we  welcome  which 
ever  way  you  wish  to  proceed. 

Ambassador  Johnson. 

STATEMENT  OF  THE  HONORABLE  RALPH  JOHNSON,  COORDI- 
NATOR FOR  EASTERN  EUROPE  ASSISTANCE,  DEPARTMENT 
OF  STATE 

Ambassador  Johnson.  Mr.  Chairman,  thank  you,  very  much.  It 
is  an  honor  to  be  with  the  committee  to  have  the  opportunity  to 
discuss  this  program. 

With  your  permission,  I  will  submit  my  full  statement  for  the 
record,  but  I  would  like  to  deliver  some  briefer  oral  remarks. 

Chairman  Gilman.  Without  objection. 

Ambassador  Johnson.  Thank  you,  sir. 

First  of  all,  Mr.  Chairman,  to  recall  that  this  program  was  first 
enacted  in  1989.  It  was  funded  at  that  time  at  the  level  of  $285 
million.  Essentially,  it  was  directed  toward  three  countries:  Poland, 
Hungary,  and  Czechoslovakia.  Since  that  time,  it  has  provided  be- 
tween $350  and  $400  million  per  year  in  assistance  to  the  nations 
of  Central  and  Eastern  Europe. 

It  is  worth  noting  that,  given  the  economic  and  political  progress 
made  in  two  of  those  nations,  the  Czech  Republic  and  Estonia,  that 
we  have  determined  that  they  will  be  graduated  from  this  program. 
We  are  requesting  no  new  funding  for  Estonia  in  fiscal  year  1996. 
And  we  will  end  funding  in  the  Czech  Republic  in  the  year  after 
that. 

I  would  like  to  point  out  the  areas  where  we  are  requesting  addi- 
tional funds  this  year  and  briefly  comment  on  those  requests. 

First  of  all,  as  you  will  have  noticed,  in  our  budget  request,  we 
have  asked  for  an  additional  $60  million  for  Bosnia;  we  have  asked, 
as  well,  for  $30  million  for  the  South  Balkan  Development  Initia- 
tive; $15  million  for  assistance  in  helping  the  countries  of  this  re- 
gion reduce  the  expenditures  that  they  are  incurring  for  social 
costs;  and  then  we  seek  to  double  the  amount  of  money  that  is 
being  dedicated  from  the  SEED  budget  for  law  enforcement  train- 
ing, Taw  and  democracy  programs. 

A  word  about  each  of  these.  In  Bosnia,  we  are  now  delivering  as- 
sistance on  the  Territory  of  the  Federation.  These  people  want  to 
make  the  transition  away  from  humanitarian  assistance  toward 
the  kind  of  help  that  we  are  providing  elsewhere  in  Central  Eu- 
rope, that  is  help  in  reactivating  small,  private  business,  help  in 
training  their  officials  in  public  administration,  help  in  some  recon- 
struction in  areas  of  Central  Bosnia  where  there  is  not  fighting, 
where  Bosnians  and  Croats  are  not  shooting  at  each  other  and 
where  the  conditions  are  appropriate  to  try  to  begin  reconstruction 
and  bring  ethnic  groups  together. 


The  South  Balkan  Development  Initiative  is  intended  to  try  to 
help  create  links  where  throughout  the  post-cold  war  period — or 
the  cold  war  period,  rather,  there  were  none,  between  particularly 
Albania,  Bulgaria,  and  the  former  Yugoslav  Republic  of  Macedonia. 

This  effort  is  intended  to  enable  them  to  develop  transport  and 
communication  links  among  them.  It  is  intended  to  draw  on  money 
available  from  the  international  financial  institutions,  given  that 
$30  million  would  not  make  a  large  dent  in  their  requirements. 

And,  in  fact,  in  some  ways  this  request  for  funding  has  already 
had  an  impact  in  that  the  three  leaders  of  these  three  countries 
have  agreed  that  they  are  going  to  get  together  in  order  to  come 
up  collectively  with  some  ideas  on  activities  that  would  be — re- 
gional activities — that  would  be  of  benefit  to  them. 

Finally,  the  other  large  item  that  is  an  increase  in  our  request 
is  for  law  and  democracy,  but  particularly  for  training  in  the  law 
enforcement  area. 

Organized  crime  has  made  an  incursion  into  the  Baltic  states 
and  particularly  into  the  Balkans.  This  is  an  issue  to  which  we  at- 
tach importance.  It  is  an  issue  to  which  the  leadership  in  the  coun- 
tries of  the  regions  attaches  importance.  The  law  enforcement 
training  center  will  open  on  April  23  in  Budapest.  We  are  going  to 
be  providing  funding  for  training,  which  could  cover  over  250  indi- 
viduals a  year  that  would  ultimately  go  through  that  facility. 

In  addition,  of  course,  we  will  be  working  on  the  legal  reform 
which  would  enable  those  who  are  trained  actually  to  have  some 
prospect  of  securing  convictions  of  people  who  are  apprehended. 

Since  the  SEED  Act  Implementation  Report  for  fiscal  year  1994 
contains  the  details  of  the  program,  I  will  not  attempt  to  repeat  all 
of  those  details  today.  What  I  would  like  to  do,  Mr.  Chairman,  is 
to  recall,  again,  what  the  scope  of  the  transition  is  that  we  are  at- 
tempting to  help  accomplish  with  these  funds. 

A  few  years  ago,  as  Congressman  Moran  has  just  mentioned,  the 
nations  of  Central  Europe  were  part  of  an  alliance  that  threatened 
us  and  our  European  allies. 

Now  that  they  have  separated  themselves  from  that  alliance, 
they  are  attempting  to  build  bridges  to  Western  institutions,  in- 
cluding transatlantic  institutions,  NATO,  as  well  the  European 
Union. 

We  see  it  as  clearly  being  in  the  U.S.  interests  to  encourage  that 
movement. 

It  is  because  we  want  nations  of  the  region  to  be  fully  associated 
with  these  institutions  that  we  think  it  is  important  to  help  them 
complete  the  transition  from  centrally  planned  to  market  econo- 
mies and  from  undemocratic  to  democratic  societies. 

The  budget  request  which  we  have  submitted  reflects  what  we 
think  is  the  level  of  resources  that  is  needed  in  order  to  accomplish 
that  work. 

I  believe  the  SEED  program  is  accomplishing  its  mission,  as  As- 
sistant Administrator  Dine  and  I  will  point  out  in  greater  detail. 
We  can  give  you  examples  of  the  work  which  the  SEED  program 
is  doing.  But  at  the  same  time,  I  would  note  as  well  that  progress 
in  the   region   is   uneven.   Some   countries   are  making  excellent 

f>rogress.  Others,  obviously,  are  going  to  require  our  nelp  for  a 
onger  period  of  time. 


The  path  to  political  and  economic  reform  is  difficult.  And  the 
evidence  of  that  is  the  change  in  governments  which  we  have  seen 
take  place  across  the  region  this  past  year. 

Many  governments  have  been  displaced  because  they  are  suffer- 
ing the  backlash  of  the  consequences  of  economic  policies  which  we 
and  other  donors,  particularly  international  financial  institution, 
strongly  support. 

We  see  this  program  as  wrapping  up  its  contribution  to  economic 
and  political  change  in  Central  Europe  in  a  very  few  years.  Indeed, 
some  future  graduates,  I  would  expect,  would  be  identified  this 
year. 

Mindful  of  our  commitment  to  use  the  taxpayer's  money  respon- 
sibly, I  believe  that  the  budget  which  we  have  requested  is  what 
we  need  for  the  coming  fiscal  year.  I  would  also  say  that  I  see  this 
request  as  marking  a  high  water  mark  in  our  requests  for  SEED 
assistance. 

That  is,  we  are  in  a  period  when  the  transition  in  northern  Eu- 
rope, where  we  have  the  bulk  of  our  resource  deployed,  is  not  yet 
at  a  stage  where  we  could  draw  those  resources  significantly  down; 
and  yet  we  are  facing,  in  southern  Europe,  a  greater  demand  for 
the  land  of  help  that  we  can  provide.  Southern  Europe  lags  north- 
ern Europe  in  the  process  of  reform.  And  that  accounts  for  the 
bulge  in  our  request  this  year  in  addition  to  the  factors  that  I  men- 
tioned earlier. 

Finally,  Mr.  Chairman,  I  would  say  that,  launched  by  a  Repub- 
lican President  and  a  Democratic  Congress  and  continued  under  a 
Democratic  President  and  a  Republican  Congress,  this  program  has 
exemplified  bipartisan  support  for  our  Nation's  efforts  to  help  the 
countries  of  Central  Europe  enjoy  the  fruits  of  democracy  which 
were  so  long  denied  them. 

The  success  of  these  democratic  and  market  reforms  makes  us  all 
more  secure.  They  are  the  best  answer  to  the  aggressive  national- 
ism and  the  ethnic  hatred  which  were  unleashed  by  the  end  of  the 
cold  war. 

With  that,  Mr.  Chairman,  I  would,  if  I  might,  ask  that  Assistant 
Administrator  Dine  be  given  the  opportunity  to  make  a  statement. 

[The  prepared  statement  of  Mr.  Johnson  appears  in  the  appen- 
dix.] 

Chairman  Gilman.  Thank  you,  Mr.  Ambassador.  Mr.  Dine. 

STATEMENT  OF  THE  HONORABLE  THOMAS  DINE,  ASSISTANT 
ADMINISTRATOR  FOR  EUROPE  AND  THE  NEWLY  INDEPEND- 
ENT STATES,  UNITED  STATES  AGENCY  FOR  INTERNATIONAL 
DEVELOPMENT 

Mr.  Dine.  Thank  you,  Mr.  Chairman. 

I  ask,  too,  that  my  statement  be  inserted  in  the  record  and  that 
I  be  allowed  to  summarize  my  prepared  testimony. 

Support  for  the  emerging  market  economies  and  democracies  of 
Central  Europe  remain  strongly  in  the  U.S.  security  and  commer- 
cial interest. 

A  peaceful  transition  to  sustainable  prosperity  in  Central  Europe 
dramatically  reduces  U.S.  defense  requirements  and  creates  impor- 
tant new  markets  for  U.S.  trade  and  investment. 


Mr.  Chairman,  we  are  at  a  mid-point  in  helping  to  create  an  eco- 
nomic and  legal  environment  for  prosperity  in  places  like  Poland, 
Lithuania,  Hungary,  Albania,  Romania,  and  all  across  Central  Eu- 
rope. 

Finishing  the  course  requires  dramatic,  systematic  reforms,  a 
new  way  of  doing  business,  a  new  kind  of  state,  a  new  association 
contract. 

Perhaps  the  most  dramatic  examples  of  what  systematic  trans- 
formation means  are  the  stories  of  the  Czech  Republic  and  Estonia. 

As  Ambassador  Johnson  has  just  stated,  we  will  phaseout  assist- 
ance for  Estonia  next  year  and  from  the  Czech  Republic  in  1997. 
Their  foundation  for  systematic  change  are  already  laid,  and  they 
can  graduate  out  of  our  program. 

The  Czech  economy  has  metamorphized  from  98  percent  state 
control  in  1989  to  80  percent  private  ownership  today.  Its  real  GDP 
grew  at  over  2.5  percent  in  1994,  and  3  percent  growth  is  expected 
in  1995.  As  testimony  to  this  bustling  new  commercial  environ- 
ment, the  Czech  Republic  attracted  over  $2.3  billion  dollars  in  di- 
rect foreign  investment  both  in  1993  and  in  1994.  Since  1992,  U.S. 
private  investment  has  exceeded  $1.2  billion. 

USAID  has  been  a  partner  throughout  the  Czech  transition  pro- 
viding a  wide  variety  of  technical  assistance  in  key  areas  such  as 
privatization,  banking  reform,  bankruptcy  law,  small  business  de- 
velopment, municipal  governance,  and  housing. 

Estonia  has  catapulted  itself  into  solid  economic  growth  with  a 
4  percent  real  GDP  increase  in  1994  and  a  5  percent  increase  fore- 
cast in  1995. 

Over  60  percent  of  Estonia's  large  companies  and  90  percent  of 
small  business  have  been  sold  through  auctions  and  domestic  and 
international  tenders.  Almost  60,000  new  businesses  have  started 
since  1991.  Approximately  two-fifths  of  the  Estonian  economy  is  in 
private  hands.  Over  7,000  foreign  investors  are  active  in  Estonia. 

Another  important  example  of  systematic  change  is  the  work  of 
the  Polish-American  Enterprise  Fund.  The  Fund  has  successfully 
primed  the  pump  of  economic  growth  in  Poland.  The  Fund  has 
helped  revolutionize  the  financial  sector  in  Poland. 

Through  its  subsidiary,  the  Enterprise  Credit  Corporation,  the 
Fund  has  made  almost  3,500  loans  totaling  $91  million,  fueling 
startup  private  investment  in  Warsaw,  Lublin,  Cracow  and  other 
cities.  It  is  estimated  that  well  over  10,000  new  jobs  have,  so  far, 
been  created. 

In  Romania,  President  Iliescu  has  on  his  desk  two  bills  that  just 
passed  the  Chamber  of  Deputies  this  week,  a  delayed  mass  privat- 
ization program  and  the  country's  first  post-communist  bankruptcy 
bill. 

The  plan  of  the  mass  privatization  program  is  to  sell  off  about 
3,000  state-owned  enterprises  within  the  next  year. 

Since  1991,  USAID  has  heavily  targeted  assistance  in  Albania  to 
the  agricultural  sector,  which  constitutes  over  half  of  the  national 
economy.  By  1993,  agricultural  growth  was  up  by  over  14  percent, 
and  real  GDP  increased  by  11  percent.  There  is  today  in  Albania 
a  real  green  revolution. 


The  Albania  economy  continues  to  prosper,  with  real  GDP 
growth  estimated  at  7  percent  for  1994.  Today,  over  95  percent  of 
Albania's  arable  land  is  in  private  hands. 

In  the  democracy  area,  there  is  a  consistent  pattern,  since  1989, 
of  free  and  fair  elections.  In  most  countries  in  the  region  a  mul- 
titude of  parties  contest  elections  at  all  levels  of  government.  Power 
changes  hands  smoothly  and  transparently,  according  to  the  peo- 
ple's voice  at  the  polls. 

Opposition  factions  are  loyal  to  the  democratic  system.  In  Alba- 
nia, Bulgaria,  and  former  Yugoslav  Republic  of  Macedonia,  for  ex- 
ample, USAID-funded  advocacy  groups  launched  vigorous  non- 
partisan voter  drives  and  poll  monitor  training  programs,  boosting 
participation,  guaranteeing  transparency  for  open  elections. 

Independent  media  is  growing  into  a  reliable  check  on  govern- 
ment power  in  the  region  through  critical,  independent  reporting. 

Throughout  the  Central  European  countries,  the  USAID-spon- 
sored  international  media  fund  has  targeted  its  technical  assist- 
ance programs  at  improving  media  capacity  and  developing  jour- 
nalistic skills  as  well  as  improving  the  management  and  marketing 
know  how  of  publishers  and  producers.  Thirteen  independent  tele- 
vision stations  and  production  companies,  19  independent  radic 
stations,  and  29  independent  newspapers  and  periodicals. 

At  root,  the  political  reforms  of  countries  in  transition  can  be 
seen  as  a  shift  from  arbitrary  rule  to  the  rule  of  law. 

The  American  Bar  Association,  which  draws  on  the  pro  bono  ex- 
pertise of  lawyers  throughout  America  has  provided  legal  advice 
and  commentary  on  the  drafting  of  15  Central  European  constitu- 
tions and  over  200  laws  relating  to  commercial  and  criminal  law, 
including  an  array  of  Polish  business  laws,  the  new  Romanian 
bankruptcy  code,  and  the  draft  law  on  privatization  in  the  former 
Yugoslav  Republic  of  Macedonia. 

Almost  all  of  the  Central  European  countries  have  turned  the 
corner  toward  real  economic  growth  after  several  years  of  steep 
production  decline.  But,  the  achievements  to  date  need  to  be  deep- 
ened and  consolidated  in  order  to  maintain  the  momentum  of  re- 
form. 

The  critical  next  steps  of  USAID  support  for  reform  in  the  region 
are  fourfold.  These  four  priorities  make  up  the  corps  of  our  fiscal 
1996  budget  request  for  $480  billion  in  funding  under  the  SEED 
Act. 

Let  me  summarize  each  component: 

First,  we  propose  to  continue  support  for  reform  in  the  Northern 
Tier  with  about  $155  million  geared  to  market  transition  and  social 
sector  restructuring.  We  will  focus  on  the  complex  conundrum  of 
reform  and  social  expectations  that  has  developed  in  the  process  of 
economic  reform  in  Poland,  Hungary,  Lithuania,  and  other  parts  of 
the  Northern  Tier. 

Each  of  these  countries  faces  fiscal  problems  intimately  tied  to 
growing  social  discontent  as  signaled  at  ballot  boxes  across  the  re- 
gion. These  urgent  fiscal  challenges  involve  the  accumulated  debt 
overhang  of  state-owned  enterprises,  and  the  huge  burden  this 
places  on  reform  of  banking  systems,  lingering  state  commitments 
to  prop  up  inefficient  state  enterprises,  and  demographic  pressures 
on  social  expenditures,  in  particular,  pensions. 
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The  chief  obstacle  to  fiscal  soundness  and  sustainable  economic 
progress  in  the  Northern  Tier  countries  is,  indeed,  this  vicious  tri- 
angle of  residual  state  enterprises  debt,  unreconstructed  financial 
systems,  and  state-sponsored  social  service. 

Second,  we  will  target  about  $148  million  dollars  to  support 
emerging  economic  reform  and  social  sector  restructuring  in  the 
Southern  Tier. 

After  slow  starts,  the  mixed  policy  signals,  Romania,  Bulgaria, 
and  Albania,  and  potentially  the  former  Yugoslav  Republic  of  Mac- 
edonia are  on  the  verge  of  launching  comprehensive  reforms. 

Romania  and  Albania  are  complying  with  tough  International 
Monetary  Fund  economic  reform  programs. 

The  former  Yugoslav  Republic  of  Macedonia  has  negotiated  a 
program  with  the  IMF  scheduled  to  go  before  the  IMF  board  in 
early  May. 

Bulgaria  is  trying  to  get  back  on  track  with  the  IMF.  It  is  imper- 
ative that  this  new  momentum  not  be  lost. 

Third,  we  propose  to  reserve  about  $67  million  in  fiscal  year  1996 
for  expanded  programs  to  deepen  democratic  institutions  region 
wide. 

At  the  time  of  growing  social  anxieties  and  the  emergence  of  na- 
tionalist-oriented political  parties,  it  is  imperative  to  reenforce 
democratic  institutions  to  ensure  that  partisan  activity  and  dissent 
remain  within  the  framework  of  a  system  based  on  pluralism  and 
participation. 

We  are  involved  in  three  areas  in  this  regard:  support  for  the 
independent  media,  support  for  local  self-government  as  a  means 
of  combating  centralization,  and  the  integrated  rule  of  law  in  law 
enforcement  programs  to  address  the  growing  crime  problems. 

We  are  requesting  for  Bosnia  an  additional  $80  million  for  reha- 
bilitation and  reconstruction. 

There  are  areas  of  Bosnia  where  relative  peace  and  stability  are 
at  hand.  In  these  areas  of  Bosnia,  a  demonstration  of  international 
support,  plus  evidence  that  rehabilitation  and  income-generating 
activities  are  moving  apace,  should  reinforce  the  will  to  peace  and 
reconciliation.  We  cannot,  moreover,  take  Bosnia  out  of  larger  Bal- 
kan context. 

Lasting  stability  in  the  region  depends  crucially  on  the  formation 
of  economic  ties  and  incentives  for  commercial  interaction  that  will 
break  down  historical  barriers. 

For  this  reason,  we  have  proposed  a  $30  million  regional  infra- 
structure fund  to  spur  trade  and  economic  integration  in  the  south 
Balkans  region. 

This  Fund  would  be  used  to  leverage  multilateral  infrastructure 
investments  that  advance  integration  and  accentuate  the  economic 
benefit  of  reduced  barriers  to  internal  trade. 

In  my  testimony  before  this  committee  last  year,  Mr.  Chairman, 
I  pledged  to  ensure  that  our  assistance  program  for  Central  Europe 
would  maximize  the  impact  of  U.S.  taxpayer  dollars.  We  have  made 
major  progress  in  five  areas,  which  I  have  described  in  more  detail 
in  my  testimony  on  pages  12  to  14. 

We  have  consolidated  activities,  in  Poland,  for  example,  our  larg- 
est program.  Through  rigorous  annual  country  strategy  reviews,  we 


are  making  sure  that  strategic  priorities  are  identified  in  each 
country. 

We  nave  scrutinized  our  projects  to  ensure  clear  focus  on  well- 
defined,  reasonable  objectives.  We  are  maximizing  the  impact  of 
our  limited  SEED  resources  by  leveraging  other  donor  and  private 
resources. 

The  USAID's  role  in  providing  technical  support  for  the  transi- 
tion to  market-oriented  democracies  in  Central  Europe  is  mandated 
by  U.S.  national  interests. 

USAID  is  better  positioned  than  ever  to  implement  the  program 
Ambassador  Johnson  and  I  have  put  forward  here  this  morning. 

The  challenge  is,  at  times,  daunting;  but  there  can  be  no  doubt 
that  the  consequences  of  inaction  would  be  intolerable.  Having  won 
the  cold  war,  we  must  work  with  the  emerging  democracies  of 
Central  Europe  to  win  the  peace  and  to  build  prosperity. 

Thank  you. 

[The  prepared  statement  of  Mr.  Dine  appears  in  the  appendix.] 

Chairman  Gilman.  Thank  you,  Mr.  Dine. 

I  thank  both  of  our  panelists  for  their  astute  comments. 

The  gentleman  from  Illinois,  Mr.  Manzullo,  has  to  attend  another 
meeting;  and  allow  me  to  call  on  Mr.  Manzullo  at  this  time. 

Mr.  Manzullo.  Thank  you,  very  much.  I  appreciate  it. 

Ambassador  Johnson,  on  page  5  of  your  prepared  testimony,  the 
first  paragraph,  you  state: 

Thanks  to  funds  from  the  FBI  and  from  the  State  Department's  Office  of  Narcot- 
ics and  Legal  matters  and  buildings  made  available  by  the  Government  of  Hungary, 
approximately  250  law  enforcement  officials  a  year  will  eventually  receive  training 
in  skills  that  are  desperately  needed." 

Is  there  a  particular  problem  with  narcotics  in  that  area? 

Ambassador  Johnson.  Congressman,  the  Drug  Enforcement 
Agency  is  also  involved  in  helping  to  provide  this  training. 

Organized  crime,  in  general,  has  become  a  much  more  serious 
problem  in  the  Baltic  states  and  also  in  the  Balkans  but  through- 
out Central  Europe.  So  it  is  expected  that  there  will  be  an  element 
of  training  included  in  this  program  which  would  address:  How  can 
we  help  law  enforcement  agencies  in  Central  Europe  address  the 
problem  of  narcotics  trafficking. 

Mr.  Manzullo.  That  appears  to  be  a  potential  new  market  for 
sales  of  narcotics  as  opposed  to  an  area  where  narcotics  are  being 
manufactured?  ' 

Ambassador  Johnson.  Yes.  It  is  my  understanding — although,  I 
certainly  do  not  profess  to  be  an  expert  on  this  topic — that  it  is 
more  a  question  of  new  markets  opening  up  as  money  is — hard  cur- 
rency is  now  more  generally  available  in  these  countries.  So  they 
are  attractive  as  a  market.  But  in  some  cases,  they  are  also  attrac- 
tive as  transshipment  points  either  to  West  European  markets  or 
to  the  United  States. 

Mr.  Manzullo.  Appreciate  it.  Thank  you  very  much. 

And  thank,  Mr.  Gilman. 

Chairman  Gilman.  Thank  you,  Mr.  Manzullo. 

I  note,  gentlemen,  that  the  fiscal  year  1996  budget  request  in- 
cludes an  allocation  of  $60  million  out  of  the  total  SEED  program's 
request  of  $480  million  for  reconstruction  in  Bosnia. 
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In  the  absence  of  any  peace  agreement  in  Bosnia,  and  with  the 
likelihood  that  full-scale  fighting  may  resume  at  any  point,  why  are 
we  requesting  $60  million  at  this  time? 

Ambassador  Johnson.  Mr.  Chairman,  while  it  is  gone,  perhaps 
with  little  notice,  in  fact  in  the  Territory  of  the  Federation  in  an 
area  of  Central  Bosnia  where  Bosnian  Muslims  and  Bosnian  Croats 
coexist,  there  is,  in  fact,  virtually  no  fighting.  They  are  not  fighting 
among  themselves.  I  have  been  there  within  the  last  few  months. 
My  deputy  and  Tom's  deputy  have  been  there  as  well. 

This  is  an  area  where  people  are  living  in  peace,  where  there  has 
been  substantial  destruction  as  a  result  of  the  conflict  and  where 
they  have  asked  us  to  help  them  move  beyond  humanitarian  relief 
so  that  we  feel — in  fact,  we  are  beginning  now  to  deploy  programs. 

The  first  of  these  is  a  program  which  will  involve  NGO's  in  work- 
ing with  local  communities  offering  them  some  funds  to  assist  in 
the  reconstruction  of  the  towns  and  villages  of  the  region,  provided 
they  will  bring  all  ethnic  groups  into  this  activity. 

We  will  follow  that  with  an  action  which  is  very  similar  to  things 
we  have  done  in  Central  Europe.  The  small  private  sector  needs 
help  in  getting  started  or  restarted  in  this  region,  and  we  are  work- 
ing on  ways  to  provide  small  loan  programs. 

The  reason  for  putting  this  money  aside  now  is  because,  while 
this  year  we  expect  to  put  approximately  $20  million  into  the  re- 
gion, that  is  the  beginning.  No  one  can  guarantee  that  peace  is 
going  to  prevail  in  this  region.  But  unlike  the  areas  where  there 
is  fighting  sporadically  going  on  between  the  Croats,  Bosnians,  and 
the  Serbs,  in  this  territory,  there  is  no  fighting.  And  we  see  this 
as  an  opportunity  to  bring  these  communities  back  together  and  to 
prevent  the  spread  of  fighting  in  this  area. 

I  cannot  guarantee  success,  but  we  believe  that  this  money  is 
critical  to — not  only  to  our  making  a  serious  effort  at  bringing  this 
result  about,  but  also  at  encouraging  other  donors  to  get  involved 
in  supporting  the  Federation. 

Chairman  Gilman.  Well,  Mr.  Ambassador,  you  indicate  $20  mil- 
lion you  plan  to  utilize. 

What  would  you  do  with  the  rest  of  the  funding  if  there  is  no 
peace  in  the  area? 

Ambassador  Johnson.  Mr.  Chairman,  this  is  the  amount  of 
money  we  expect  to  utilize  this  year.  And  so  the  $20  million  would 
be  the — it  is,  in  effect,  the  opening  of  this  program. 

The  $60  million  is  the  amount  that  we  expect  we  could  deploy 
in  the  coming  year.  If  we  cannot  deploy  that  money  in  the  coming 
year,  if  peace,  for  example,  breaks  down  in  the  Federation  Terri- 
tory, then  clearly  we  would  be  in  close  consultation  with  the  Con- 
gress about  alternative  uses  for  that  funding. 

Obviously,  we  do  not  want  to  put  a  large  amount  of  money  on 
the  shelf  and  see  it  unused. 

I  am  also  mindful  that  in  order  to  preserve  the  programmatic  in- 
tegrity of  the  rest  of  the  SEED  program,  it  is  important,  it  seems 
to  me,  to  have  funds  that  are  designated  for  use  in  Bosnia  so  that 
as  we  can  use  them — and  we  can  now — we  do  not  eviscerate  the 
rest  of  the  program  in  order  to  deploy  money  to  that  area. 


11 

But  if  it  were  to  happen,  that  we  were  unable  to  use  this  money 
in  Central  Bosnia  because  of  a  break  down,  then  clearly  we  would 
be  in  close  consultation  with  Congress  about  alternative  uses. 

I  say  we  think  we  can  use  it. 

Chairman  Gilman.  Thank  you,  Mr.  Ambassador. 

To  both  of  our  panelists:  Under  the  "Strengthening  Democratic 
Institutions"  proposal  in  the  SEED  program,  you  have  listed  the 
following  projects:  Support  for  Democratic  Institutions,  Political 
Process;  Local  Government  and  Public  Administration;  Democratic 
Governance  and  Public  Administration;  Political  and  Social  Proc- 
ess; Rule  of  Law;  and  Independent  Media. 

The  activities  that  you  might  carry  out  under  the  last  two  cat- 
egories, of  Independent  Media  and  Rule  of  Law,  could  probably  be 
easier  to  define  and  differentiate  from  other  projects. 

But  I  am  not  certain,  however,  that  I  understand  the  differences 
between  the  first  five  projects. 

What  are  the  distinctions?  Why  do  we  need  five  separate  projects 
of  this  nature?  Could  not  fewer  projects  achieve  the  same  results? 

Mr.  Dine.  Mr.  Chairman,  some  of  those  projects  are  for  work 
with  the  central  government  or  municipal  governments,  public  ad- 
ministration, for  instance.  Others  are  to  work  with  nongovern- 
mental organizations. 

Clearly,  the  names  are  so  similar  and  they  overlap  in  that  fash- 
ion, but  not  so  much  in  practice. 

But,  we  do  make  a  distinction  in  the  actual  implementation  of 
those  programs,  although  I  agree  with  you  that  the  names  seem  to 
me  to  be  the  same. 

Chairman  Gilman.  Well,  I  would  hope  that  we  are  not  overlap- 
ping. 

Mr.  Dine.  Exactly.  To  the  best  of  my  knowledge  we  do  not  dupli- 
cate and  we  do  not  overlap.  These  are  two  different  thrusts,  one 
with  the  governmental  structures  to  help  reshape  them,  to  restruc- 
ture them,  and  the  other  with  the  nongovernmental  structures. 

Ambassador  Johnson.  It  might  help,  Mr.  Chairman,  we  could 
give  you — provide  you  with  indications  of  the  kinds  of  activities 
that  we  are  carrying  out. 

Chairman  Gilman.  I  think  that  would  be  helpful  for  the  commit- 
tee. 

Ambassador  Johnson.  Good. 

Chairman  Gilman.  Without  objection,  we  would  ask  you  to 
please  send  this  to  us.  We  will  include  it  in  the  record. 

[The  information  may  be  found  in  the  appendix.] 

Chairman  Gilman.  Under  the  overall  areas  of  "Improving  the 
quality  of  Life"  you  have  projects  in  "Environmental  initiatives," 
"Improved  Public  Sector  Environmental  Services,"  and  "Environ- 
mental Training." 

What  is  the  distinction  between  those  projects?  Could  not  they  be 
consolidated  into  one  project? 

We  are  trying  to  find  ways,  of  course,  as  you  know,  to  find  some 
savings  in  all  of  our  programs. 

Mr.  Dine.  When  we  use  the  term  "quality  of  life,"  Mr.  Chairman, 
normally  that  encapsulates  environmental  projects,  health  care 
projects,  social  safety  restructuring  projects. 


12 

Your  point  is  well  taken;  and  as  I  indicated  in  my  prepared  testi- 
mony, as  well  as  my  oral,  that  this  is  something  that  I  am  focused 
on,  which  is  to  get  rid  of  anything  that  looks  like  it  is  overlap. 

Chairman  Gilman.  Well,  we  hope  you  would  take  another  look 
at  that  to  see  if  we  can  avoid  the  duplication. 

Mr.  Dine.  Absolutely. 

The  most  important  thing  I  can  tell  you  though,  is  that,  again, 
we  are  involved  in  technical  assistance,  not  cash  deliveries. 

Chairman  Gilman.  Thank  you. 

Gentleman  from  Virginia,  Mr.  Moran. 

Mr.  Moran.  Thank  you,  Mr.  Chairman. 

Tell  me,  for  the  record,  that  you  would  be  adamantly  opposed  to 
giving  economic  assistance  to  Serbia. 

Mr.  Dine.  I  would  be  adamantly  opposed  to  giving  economic  as- 
sistance to  Serbia. 

Mr.  Moran.  Good. 

Mr.  Dine.  Absolutely. 

Mr.  Moran.  I  wanted  to  hear  that. 

You  would  agree,  Ambassador  Johnson? 

Ambassador  Johnson.  And  me  too,  sir.  Yes. 

Mr.  Moran.  Thank  you. 

I  assume  that  means  to  Kosovo  and  areas  like  that  that  are 
under  such  severe  oppression  as  well? 

Ambassador  Johnson.  I  would  make  a  distinction  in  the  case  of 
Kosovo,  Congressman.  And  that  is  that  there  has  been  considerable 
interest  among  other  places  in  the  Congress  in  seeing  whether  we 
can  provide  some  assistance  to  the  ethnic  Albanians  in  Kosovo. 

And,  in  fact,  we  have  been  able  to  do  that.  It  has  not  been  easy. 
But  through  the  use  of  NGO's  we  have  been  able  to  make  some  as- 
sistance available  to  them. 

Mr.  Moran.  Terrific.  That  is  an  even  better  answer.  As  long  as 
you  can  end-run  the  government  that  is  of  the  means  of  such  op- 
pression. 

Mr.  Dine.  In  fact,  Mr.  Congressman,  we  have  been  focused  on 
emergency  humanitarian  assistance.  And  there  was  a  $5  million 
soft  earmark  by  Congress  in  1993,  and  we  provided  that  monies  to 
the  emergency  humanitarian  assistance  efforts. 

Mr.  Moran.  I  think  that  is  terrific. 

Now,  let  me  get  into  another  area  that  concerns  me,  and  that  is 
the  $100  million  that  the  President  pledged  for  military  assistance 
to  Poland,  Hungary,  the  Czech  Republic,  and  Slovakia. 

I  would  like  to  know,  one,  how  you're  coordinating  with  that 
amount  of  money  and  get  some  idea  from  you  as  to  whether  how 
appropriate  you  think  this  is. 

I  understand  the  confines  of  working  within  the  same  adminis- 
tration, but  I  would  like  to  get  a  sense  of  priorities,  because  it 
seems  to  me  they  are  two  quite  different  objectives  you  have  got 
in  mind.  And  this  would  apparently  be  to  Ambassador  Johnson. 

And  then  I  would  like  to  hear  from  you  as  to  the  distinction  as 
far  as  your  likely  payoff. 

For  example,  Slovakia  has  an  entirely  different  future,  as  far  as 
I  am  concerned,  than  the  Czech  Republic,  for  example,  and  has  cer- 
tainly not  embraced  free  enterprise  and  democratic  reforms  in  the 
same  way. 
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So  if  you  want  to  respond  to  that,  I  am  leaving  the  question  rel- 
atively general  so  you  can  directly  answer  in  whatever  way  you 
want. 

Ambassador  Johnson.  Thank  you,  Congressman. 

A  couple  of  points.  First  on  the  question  of  the  $100  million  War- 
saw Initiative.  This  is  not  money  which  would  be  taken  from  the 
SEED  budget;  and,  therefore,  it  will  not  be  under  my  authority  to 
coordinate. 

It  will  not  also,  I  would  not  expect,  be  a  part  of  AID's  program. 
But  I  can  offer  a  few  comments  on  what  uses  we  expect  would  be 
made  of  those  funds. 

Mr.  Moran.  Good.  And  let  me  just  interject,  the  administration 
will  not  take  it  from  the  SEED  program. 

Ambassador  Johnson.  Not  to  my  knowledge,  Mr.  Chairman.  I 
certainly  would  not  expect  it. 

Mr.  Moran.  But  we  have  a  budget  mark-up  where  every  dollar 
is  precious,  and  I  am  not  sure  that  people  are  going  to  understand 
the  distinction  as  well  as  you  do;  and  this  might  be  a  good  oppor- 
tunity to  make  that  distinction. 

Ambassador  Johnson.  Yes. 

Mr.  Moran.  And  show  the  higher  priority  for  SEED  as  far  as 
that  is  concerned. 

Ambassador  Johnson.  Well,  in  fairness,  I  would  say,  Congress- 
man, that  they  are  both  important  priorities. 

That  is  what  the  $100  million  amount  for  the  Warsaw  Initiative 
is  intended  to  do — and  $60  million  of  that,  as  I  understand,  will  be 
included  in  the  150  account — or  is  included  in  the  150  account  re- 
quest. The  other  $40  million  would  be  included  in  the  050  defense 
request. 

And  the  purpose  of  this  effort  is  very  different  from  our  purposes. 
That  is,  it  is  to  facilitate  equipment  transfers  and  training,  partici- 
pation by  democratic  European  states,  and  activities  designed  to 
advance  the  goals  of  the  Partnership  for  Peace. 

So  among  other  things,  this  would  be  used  to  promote  interoper- 
ability of  those  forces  with  NATO  forces. 

It  would  also  help  to  increase  the  participation  of  the  Partner- 
ship for  Peace  states  in  exercise  that  are  taking  place  under  the 
PFP  framework. 

And  finally,  it  would  be  intended  to  increase  the  military  co- 
operation between  NATO  units  and  PFP  units. 

So,  as  you  see,  while  our  program  can  be  seen  as  helping  these 
countries  through  political  and  economic  reform,  acquire  the  at- 
tributes which  we  want  to  find  in  future  NATO  members,  or  the 
European  Union  wants  to  find  in  future  members,  it  is  very  dif- 
ferent from  this  kind  of  activity. 

Mr.  Moran.  I  understand  that,  and  my  time  is  almost  up.  But 
the  aid  we  give  empowers  the  people  who  get  it,  and  so  there  will 
be  a  shift  of  power  and  influence  within  those  countries  depending 
upon  what  resources  we  are  giving  them.  And  they  are  different  re- 
cipient groups.  They  have  different  objectives. 

And  mat  is  my  concern,  that  sometimes  these  objectives  wind  up 
in  conflict  giving  our  ultimate  objective,  which  is  not  to  buildup 
with  their  military  to  deal  with  Russia  or  whatever,  but  to  buildup 
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their  democracy  and  their  interdependence  with  Russia  and  cer- 
tainly with  the  West. 

Ambassador  Johnson.  I  had  two  quick  comments,  Congressman. 

First  I  think  you  are  exactly  right.  And  I  think  we  attach  a  great 
deal  of  importance  in  all  of  our  assistance  activities  to  strong  civil- 
ian control  over  the  military  which  is  not  yet  a  totally  resolved 
issue  in  all  countries  of  the  region. 

Secondly,  that  this  amount  of  money,  though  it  is  a  large  amount 
of  money,  certainly  is  not  intended  to  equip  them  in  order  to  have 
the  military  capability  they  need  to  be  members  of  NATO.  They 
need  to  devote  their  own  resources  to  that  particular  effort. 

I  do  not  view — given  the  priorities  we  set  in  our  assistance — that 
is  very  strong  civilian  control  of  the  military — certainly  there  is  no 
intention  on  our  part  and  I  do  not  think  that  would  at  all  be  the 
result,  to  strengthen  the  hands  of  the  military  in  these  countries 
as  against  the  civilian  administration. 

We  think  the  programs  we  have  in  public  administration  and 
preparing  government  officials  to  function  in  a  democratic  society 
will  help  be  a  safeguard  against  that  result. 

Mr.  Moran.  Well,  I  hope  so.  The  military  is  very  likely  to  have 
former  Communist  roots  in  many  of  those  countries. 

Mr.  Dine.  Mr.  Moran,  if  I  could  just  add  a  couple  of  points. 

As  you  know,  I  have  responsibility  for  more  than  just  the  SEED 
countries.  I  go  into  the  former  Soviet  Union.  But  in  each  of  these 
societies,  what  we  see  through  our  activities  and  the  activities  of 
other  donors  is  the  rise  of  new  power  centers,  particularly  the  new 
economic  class,  both  the  wealthy,  if  you  like,  as  well  as  this  whole 
host  of  small  business  people  that  we  are  helping  to  create  and,  to 
use  your  word,  empower. 

So  from  a  microlevel,  what  we  are  doing  through  USAID  efforts 
is  part  of  restructuring  of  the  social  system,  including  the  power 
centers. 

And,  secondly,  if  I  could  just  add  a  word  about  joining  NATO. 
That  implies  responsibilities  on  the  part  of  each  of  the  members 
who  will  become  members  of  NATO. 

Again,  USAID,  through  the  SEED  program,  builds  economic  ca- 
pacity that  helps  countries  meet  international  obligations.  So,  the 
economic  assistance  program  broadly  supports  overall  U.S.  Govern- 
ment objectives. 

Mr.  Moran.  What  you  are  doing  is  wonderful,  but  I  am  afraid 
that,  in  some  ways,  we  are  going  to  be  reempowering  the  military, 
which  at  this  point,  I  do  not  think  we  ought  to  be  giving  them  that 
kind  of  confidence  and  trust  that  has  been  such  a  transition  as 
there  has  been  in  the  society  and  the  economy  as  we  would  hope 
there  had  been  in  the  military. 

And  that  is  a  concern  with  this  other  $100  million,  and  it  needs 
to  be  coordinated,  and  I  would  like  to  see  you  in  the  lead  of  it. 

But,  thank  you  very  much,  Mr.  Chairman. 

Chairman  Gilman.  The  gentleman's  time  has  expired.  Thank 
you,  Mr.  Moran. 

Mr.  Houghton. 

Mr.  Houghton.  Thank  you,  Mr.  Chairman. 

Mr.  Administrator,  Ambassador,  good  to  see  you  here. 
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I  would  like  to  just  preface  a  few  comments  by  saving  that  I  re- 
spect what  you  gentlemen  have  done.  I  think  the  tnrust  is  great. 
I  think  you  tried  to  produce  a  real  economies  of  scale  in  terms  of 
these  programs. 

But  as  you  know,  you  have  got  an  ongoing  diplomatic,  well 
thought  out  program,  which  is  sort  of  long-term.  And  then  side  by 
side  of  that,  you  have  got  a  short-term  budget  crunch,  which  is  ex- 
traordinarily important,  and,  as  you  know,  the  repercussions  in  the 
international  monetary  market  when  the  Senate  turned  down  the 
balanced  budget  amendment.  I  do  not  know  how  long  we  have  got, 
but  we  have  got  to  get  at  this. 

So  you  have  got  these  things  that  you  are  doing  and  believe  in 
and  others  respect  you  for,  and  yet  at  the  same  time  we  have  got 
the  crunch. 

And  so  it  seems  to  me,  and  particularly,  Mr.  Dine,  I  think  you 
wrote  a  chapter  in  a  book  that  said  "Setting  National  Priorities." 
If  you  were  to  set  national  priorities,  what  would  you  do  now? 

Let  me  just  give  you  a  couple  of  questions.  The  Northern  Tier 
you  talk  about,  and  in  your  testimony  you  said  $155  million  for  as- 
sistance geared  to  completion  of  market  transition  and  social  sector 
restructuring. 

That  is  a  big  mouth  full.  I  do  not  how  $155  million  even  begins 
to  touch  that. 

Also  you  were  talking  about  the  deepening  democratic  reform. 
We  propose  to  reserve  about  $67  million  for  that. 

And  in  one  sense  I  applaud  you,  you  know,  for  your  penurious- 
ness  in  this  and  for  trying  to  keep  a  lid  on  costs.  And  yet,  at  the 
same  time,  I  wonder,  in  the  light  of  this  right-hand  column  wheth- 
er we  are  doing  those  things  wnich  are  really  important. 

Let  me  just  put  it  another  way.  If  we  were  to  reevaluate  this  en- 
tire program  that  you  are  so  intimately  involved  in,  what  do  we  get 
out  of  it? 

And  I  do  not  mean  to  say  that  in  a  crass  way.  But,  you  know, 
we  have  been  going  along,  we  have  been  helping,  we  have  been  cut- 
ting back,  we  have  been  sort  of  selecting.  But  what  do  we  get  out 
of  it  in  the  light  of  this  desire  to  try  to  balance  this  budget? 

So  that  is  a  rather  long  question,  but  I  throw  it  open  to  you,  be- 
cause I  think  it  is  important  for  all  of  us  to  put  this  thing  in  per- 
spective, because  this  is  not  the  only  area  we  are  going  to  be  cut- 
ting into  as  we  look  at  the  foreign  aid  program. 

Mr.  Dine.  Mr.  Congressman,  your  point  is  quite  thoughtful,  and 
all  of  us  as  concerned  citizens  face  it  in  a  variety  of  ways  every  day. 

My  overall  approach  to  this  whole  effort  is  that  we  are  involved 
in  helping  to  reshape  a  world  to  our  advantage. 

When  you  mentioned  the  Northern  Tier  countries,  every  one  of 
them,  individually  and  collectively,  are  part  of  our  geopolitical  ef- 
fort in  the  reshaping  of  the  post-Communist  world. 

To  have  Poland  with  its  dynamic  economy — which  it  is  today,  fol- 
lowing last  year's  4  percent  real  growth  and  maybe  4Vz  percent  by 
now;  this  year  it  could  go  up  to  7  percent;  although,  both  Ambas- 
sador Johnson  and  I  mentioned  around  5  percent.  To  be  in  Warsaw 
and  Gdansk  and  the  other  cities  and  to  see  it  and  to  feel  it  and 
to  see  the  proliferation  of  small  shopkeepers  as  well  as  the  break 
up  of  these  Neanderthal   large   enterprises  that  the   state   once 
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owned;  and  to  see  unleashed  all  of  that  energy,  that  talent,  is  to 
our  advantage. 

The  fact  that  the  Government  of  Poland,  with  our  assistance,  is 
hellbent  on  being  a  Western  country,  part  of  NATO,  a  part  of  the 
European  Union,  a  part  of  whole  World  Trade  Organization,  which 
we  are  fashioning  today's  world,  I  think,  changes  any  kind  of  bal- 
ance of  power  calculus  that  you  want  to  create. 

So,  from  a  geopolitical  point  of  view,  a  prosperous  three  Baltic 
states,  a  prosperous  four  Northern  Tier  states,  together,  trading 
with  each  other,  oriented  toward  the  West,  is  certainly  to  the  Unit- 
ed States'  advantage. 

Second,  this  opens  markets  for  us.  Yes,  the  Germans  are  right 
next  door.  Yes  the  French  and  the  other  Europeans  can  or  cannot 
deal  with  these  new  economically  independent  states.  But,  also 
American  entrepreneurs  have  the  advantage  now  of  working  in  so- 
cieties that  we  are  helping  to  restructure. 

Mr.  Houghton.  Could  I  just  interrupt  a  minute?  And  I  under- 
stand that,  but  I  have  got  two  questions. 

First  of  all,  as  far  as  Poland  is  concerned,  you  know  of  the  $2.1 
billion  in  SEED  program,  $700  million — I  mean  that  is  a — you  can 
put  your  arms  around  that  in  terms  of  a  country.  You  can  see  how 
the  impact  is. 

But  secondly,  even  if  that  were  parred  back — and  it  is  nice  to 
think  that  we  have  had  an  input  there  and  some  of  our  thoughts 
have  been  picked  up  and  they  do  want  to  become  a  Western  democ- 
racy. 

Aren't  they  doing  that  on  their  own? 

Mr.  Dine.  To  a  certain  extent.  But  they  have  come  to  the  United 
States.  They  have  come  to  the  Agency  for  International  Develop- 
ment to  help  them  set  up  stock  markets.  They  know  the  benefit  of 
our  knowledge  and  experience. 

We  have  gone  to  the  best  minds,  the  best  experts  in  this  country, 
many  of  whom  you  have  known  in  your  business  background,  the 
Fortune  500,  some  of  which  have  become  contractors  for  us  to  go 
help  these  societies  build  from  scratch  capital  markets,  security 
dealerships,  and  reasonable  regulating  authorities  that  all  these  so- 
cieties also  need,  as  we  have  discovered. 

Ambassador  Johnson.  Congressman,  I  would  also  say  there  are 
some  areas  where  we  seem  to  be  able  to  do  things  that  other  do- 
nors do  not  seem  to  be  able  to  accomplish. 

The  Enterprises  Fund,  for  example,  the  Enterprise  Fund  in  Po- 
land, has  created,  we  think,  on  the  order  of  10,000  jobs. 

It  has  also  showed  Polish  banks  how  to  lend  to  the  small-and  me- 
dium-size private  sector,  something  that  no  other  donor  has  been 
able  to  do,  so  that  there  is  an  element  to  our  assistance  which  we 
think  is  distinctive. 

The  other  point  that  I  would  make  here  is  that,  if  this  process 
does  not  succeed,  then  I  think  we  have  to  also  take  into  account 
what  the  cost  to  the  United  States  will  be  of  a  failure  in  the  proc- 
ess in  Central  Europe. 

You  are  quite  right  in  saying  that  the  bulk  of  the  responsibility 
lies  with  the  people  and  the  governments  there  themselves. 

But  we  also,  it  seems  to  me,  have  a  vested  interest  in  avoiding 
failure  which  could  be  much  more  expensive  for  us  than  the  con- 
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tinuation  of  our  assistance  there  for  the  brief  period  that  it  will  re- 
main. 

Mr.  HOUGHTON.  Well,  my  time  is  up,  so  I  thank  you  very  much, 
Mr.  Chairman. 

Thank  you. 

Chairman  GlLMAN.  I  thank  the  gentleman  from  New  York.  Mr. 
Hastings. 

Mr.  Hastings.  I  thank  the  chairman. 

Gentlemen,  I  am  an  avant-garde  support  of  the  efforts  that  you 
are  putting  forward.  And  I  am  likely  to  remain  an  active  supporter. 

I  had  the  good  occasion  to  travel  with  Howard  Berman  to  Hun- 
gary and  the  Czech  Republic  and  to  Croatia  all  in  one  co-del;  and 
I  came  away  very  favorably  impressed  with  the  changes  that  are 
taking  place  and  the  work  that  the  SEED  program  is  doing. 

Having  said  that,  the  political  trends  in  that  particular  region 
are  troublesome.  And  that  is  put  mildly.  While  we  can  talk  about 
the  glowing  economic  reforms  in  Poland,  for  example,  it  is  patently 
obvious  that  appeal  of  the  former  Communist,  politically,  is  on  the 
rise. 

When  we  arrived  in  Hungary,  it  was  a  month  following  the  re- 
turn of  Communist  to  power.  And  by  the  time  we  got  to  the  Czech 
Republic,  they  were  shaky,  and  in  large  measure  because  of  some 
of  the  trends  that  had  taken  place  in  the  Northern  Tier. 

My  concern  is,  with  all  of  these  troublesome  political  trends,  how 
do  you  make  the  case  that  SEED  assistance  is  working? 

And  do  you  make  a  distinction  between  substantial  success  and 
economic  reform  and  less  success  in  the  promotion  of  democracy 
and  political  reform? 

Ambassador  Johnson.  Congressman,  let  me  take  a  stab  at  that. 

First,  you  are  right  to  point  out  that  there  have  been  reversals 
in  the  sense  that  there  have  been  governments  elected  who  are  ex- 
communists  in  many  parts  of  the  region. 

What  I  think  is  interesting  to  observe,  though,  is  that  even  these 
governments  have,  by  and  large,  retained  a  commitment  to  the 
kind  of  economic  reform  which  we  and  the  international  financial 
institution  have  been  promoting,  that  the  parameters  of  the  dia- 
logues have  been  charged,  that  these  governments  typically  are  not 
seeking  to  reverse  the  process.  They  are  not  seeking  to  roll  back 
reforms  in  the  economic  area  or  the  political  area — although,  this 
is  something  that  we  watch  with  care — but  that  they  realize  that 
that  is  not  any  longer  an  option. 

And  so  our  choice  here  is  very  pragmatic.  And  I  would  cite  Bul- 
garia as  an  example  where,  in  fact,  you  could  argue  the  change  has 
even  been  more  abrupt. 

And  what  we  will  do,  in  the  first  instance,  is  to  focus  at  the  local 
level;  because  here,  typically,  you  have  locally  elected  officials,  the 
first  level  of  government;  and  these  people  are  people  that  we  will 
work  with  in  order  to  help  them  understand  how  to  function:  How 
does  a  municipality  raise  money?  How  does  it  serve  its  citizens — 
the  whole  notion  of  accountability  to  the  citizenry,  which  is  a  new 
concept  in  the  region — if  we  cannot  expect  any  work  at  the  central 
level? 
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And  what  we  have  found,  even  in  areas  like  privatization,  where 
municipalities  in  Bulgaria  are  selling  property  even  thoueh  at  the 
center  there  is  very  little  progress  on  privatization  nationally. 

So  we  find  that  we  can  work  with  local  pockets  in  order  to  begin 
to  develop  at  the  grass  roots  level  a  commitment  or  strengthening 
of  a  commitment  to  democratic  change. 

Where  the  economic  policies  of  countries  come  into  question,  that 
is  where  they  are  not  supportive  of  reform,  then  we  do  not  hesitate 
to  withdraw  our  activities. 

If  we  find,  for  example,  as  we  have  in  one  case,  the  privatization 
advisors  were  not  being  used,  then  we  will  withdraw  those  people 
and  tell  the  governments  why.  If  our  people  are  not  going  to  be 
used,  if  you  are  not  committed,  then  we  are  not  going  to  put  our 
money  into  this  kind  of  help. 

We  also  work  in  this  with  other  donors,  with  the  World  Bank 
and  with  the  European  Union  and  others  to  send  strong  messages 
to  governments  that  we  are  only  prepared  to  support  governments 
that  are  going  to  stay  continually  committed  to  political  and  eco- 
nomic reform. 

So  in  brief,  I  would  observe  that,  even  though  these  governments 
have  a  different  political  character,  perhaps  in  some  ways  we 
should  not  be  surprised  because  economic  hardships  often  bring 
changes  at  the  polls. 

At  the  same  time,  I  am  encouraged  that  they  have  all  been 
democratically  elected,  that  they  are  maintaining,  by  and  large,  a 
commitment  to  the  continuation  of  reforms. 

So  we  think  that  that  is  a  healthy  sign  even  though  we  might 
have  different  preference  as  far  as  who  the  individuals  in  power 
might  be. 

Mr.  Hastings.  Right.  Just  as  a  follow-up,  I  have  a  theory  not 
only  about  the  area  that  you  are  working  in  but  even  in  my  district 
or,  if  we  were  to  move  to  another  area  of  the  world,  South  Africa, 
and  that  is,  when  changes  take  place,  expectations  rise,  sometimes 
beyond  the  ability  of  those  who  are  in  power  to  accomplish  it. 

Thus,  you  have  an  undermining  of  the  Mandela,  for  example,  be- 
cause no  houses  rise;  or  Walesa  in  Poland  because  the  transition 
did  not  occur  over  night;  or  in  my  district,  where  I  did  not  pave 
all  the  roads  with  gold  in  2  years. 

So  this  is  a  trend,  I  think  that  you  are  going  to  be  continuously 
confronted  with  but  is  all  the  more  reason  why  we  should  persist 
in  the  efforts  that  SEED  is  putting  forth. 

And  with  that,  Mr.  Chairman,  I  yield  back. 

Mr.  Hyde.  Mr.  Funderburk. 

Mr.  Funderburk.  Mr.  Ambassador,  Mr.  Dine,  I  have  two  ques- 
tions. One  of  them  has  been  addressed  to  some  degree.  But  as  we 
are  cutting  growth  and  domestic  programs,  how  can  we  justify  to 
the  American  people  any  further  expenditures  for  these  programs, 
especially  since  the  old  Communists  run  most  of  the  governments 
of  Eastern  Europe,  real  privatization,  real  democratization,  free 
and  independent  medias  are  not  really  taking  place  in  many  of 
these  areas  and  much  of  the  money  is  going  to  the  old  nomen- 
clature, the  old  elites,  perpetuating  the  same  old  groups  in  power? 

And  the  second  question  is  that  SEED  was  set  up  and  supposed 
to  be  a  transitional  program  ending  this  year.  But  as  with  most 
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government  programs,  they  seem  to  live  forever  and  get  bigger  and 
igger. 

Mr.  Dene.  Can  I  take  the  first  one;  you  take  the  second  one? 

You  have  given  me  an  opportunity,  Mr.  Funderburk,  to,  I  think, 
answer  you  as  well  as  pick  up  with  what  Mr.  Hastings  said. 

I  have  in  front  of  me  notes  of  an  interview  that  the  new  Polish 
Prime  Minister  recently  gave. 

Now,  the  current  government  in  Warsaw  are  a  bunch  of  former 
Communists,  and  we  were  all  quite  anxious  when  they  were  duly, 
truly  elected. 

He  gave  an  interview  to  the  press  this  past  week,  and  he  talked 
about  nis  priorities;  and  he  mentioned  five  goals. 

And,  Mr.  Chairman,  if  you  do  not  mind,  it  sounds  like  the  major- 
ity party  of  this  House  of  Representatives. 

The  first  goal  consists  of  maintaining  economic  growth  by  means 
of  curbing  inflation,  discipline  over  public  spending,  and  attracting 
foreign  and  domestic  investment. 

The  second  goal  is  to  reform  social  policy.  He  said,  "I  do  not  thing 
that  the  social  insurance  system  is  an  unnecessary  burden,  but  it 
is  an  important  prerequisite  underlying  growth." 

The  Prime  Minister  recognized  that  the  government's  plans  need 
to  take  into  account  the  needs  of  present  as  well  as  future  pension- 
ers. 

The  third  goal  is  to  combat  crime. 

The  fourth  is  to  decentralize  the  government. 

And  the  fifth  goal  is,  'To  have  a  clear  international  strategy,  a 
clear  yes  for  Poland's  presence  in  the  European  structures  and  in 
NATO,  acceleration  of  a  processes  adjusting  Poland  to  future  inte- 
gration, as  well  as  developing  tough  conditions  for  negotiations 
with  partners." 

Mr.  Funderburk.  Words  are  cheap.  They  have  learned  the  lan- 
guage. 

Mr.  Dine.  But  the  point  is  that  the  economies,  particularly  in  the 
Northern  Tier  countries  and  even  in  the  country  in  which  you 
served — has  reached  the  real  growth  stage. 

Romania's  growth  is  only  at  1  percent,  but  it  is  going  to  go  up 
as  soon  as  they  unleash  those  energies  that  are  just  waiting.  And, 
we  are  working  with  the  government,  with  the  Parliament  to  for- 
mulate and  to  pass  into  law  a  commercial  civil  code  set  up  so  that 
a  free  market  can  result. 

And  I  think  it  is,  for  us,  not  a  lot  of  money  considering  the  divi- 
dends. It  is  a  lot  of  money  in  a  particular  way  of  looking  at  it.  But, 
from  a  macronational  policy  point  of  view,  we  are  helping  to  stimu- 
late an  entirely  new  economic  system;  we  are  working  with  reform- 
ers in  a  way  that  will  totally  transform  Central  Europe  into  some- 
thing that  looks  more  and  more  like  Western  Europe.  This  is  in  the 
interest  of  the  United  States. 

Ambassador  Johnson.  Congressman,  if  I  might  just  make  a  cou- 
ple of  quick  comments  here? 

I  think  you  rightly  said  that  privatization  is  not  making  the  kind 
of  progress  that  we  would  like  to  see  across  the  region. 

The  point  I  would  make,  however,  is  that  quietly  the  private  sec- 
tor itself  is  growing  very  rapidly.  In  the  Czech  Republic,  the  private 
sector  now  accounts  for  over  65  percent  of  GDP. 
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But  if  you  look  across  the  rest  of  the  region,  Poland,  Slovakia, 
Estonia,  Latvia,  Lithuania,  even  Albania,  the  private  sector  is  now 
accounting  for  50  to  55  percent  of  GDP. 

It  seems  to  me  that  that  is  strongly  in  our  interest  and  is  an  un- 
derpinning of  future  political  and  economic  change.  Our  effort  has 
been  largely  directed  at  trying  to  stimulate  the  development  of  the 
private  sector. 

With  regard  to  the  growth  of  the  program:  Is  not  this  just  an- 
other government  program  that  was  targeted  for  one  length  of  time 
and  is  now  growing  off  into  the  distant  future? 

We  take  very  strongly  the  injunction  that  this  is  transitional 
help. 

In  the  first  instance,  the  program  was  constructed  around  three 
countries,  one  of  which  has  already  graduated.  The  other  two  are 
candidates  for  the  beginning  of  a  phase  down  in  assistance  in  the 
very  near  future.  We  expect  to  be  announcing  additional  graduates 
during  the  course  of  the  coming  year. 

And  as  I  look  to  the  growth  of  the  European  Union,  which  is 
going  to  take  in  a  number  of  these  countries — it  is  expected  some- 
time around  the  turn  of  the  century — there  will  clearly  no  longer, 
in  my  view,  be  a  rationale  for  us  to  be  involved  as  donors. 

So  while  the  program  is  lasting  longer  than  had  earlier  been  an- 
ticipated, it  is  also  now  involved  with  countries  who  started  from 
a  much  lower  base. 

As  to  how  it  competes  with  domestic  resources,  I  think  that — it 
is  obviously  an  important  question.  I  think  that  there  simply  has 
to  be  a  judgment  made  as  to  what  U.S.  interests  are  at  stake  in 
this  part  of  the  world  and  what  those  interests  justify  in  terms  of 
national  commitment. 

It  seems  to  me  that  if  we  look  at  this  region,  both  in  the  political 
terms  but  also  in  economic  terms,  U.S.  companies  are  using  this  re- 
gion now  increasingly  as  a  base  into  central  and — not  only  central 
but  also  Western  Europe  for  exports,  exporting  from  the  United 
States,  through  the  manufacturing  going  on  in  the  region  and  then 
accessing  the  European  Community  marketplace. 

I  think  that  we  will  find  that  we  have  not  only  political  interests, 
which  are  important,  but  also  significant  economic  interests  that 
we  can  pursue  in  this  area 

Mr.  Hyde.  Mr.  Faleomavaega. 

Mr.  Faleomavaega.  I  thank  the  gentleman. 

I  apologize.  I  was  not  here  earlier  to  listen  to  your  statements, 
but  I  am  noticing  that  the  administration  is  requesting  $480  mil- 
lion SEED  money  to  assist  with  East  European  countries. 

Am  I  correct? 

Ambassador  Johnson.  Yes. 

Mr.  Faleomavaega.  What  is  the  actual  need  to  really  conduct  a 
real  serious  program  for  economic  assistance  to  these  countries? 

I  mean,  if  we  are  putting  in  $480  million,  are  our  allies  also  as- 
sisting in  the  process?  Or  are  we  the  only  country  that  is  putting 
the  money  up  front  and  giving  this  kind  of  assistance? 

Ambassador  Johnson.  Congressman,  we,  our  allies,  and  also  the 
international  financial  institutions  are  large-scale  donors  to  the  re- 
gion. In  absolute  terms,  our  contributions  are  eclipsed  by  the  con- 
tributions of  the  European  Union. 
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We  are  the  largest  donor  of  grant  assistance  because  that  is  the 
form  that  we  use,  but  we  are  far  from  being  alone. 

In  fact,  part  of  our  effort  is  to  leverage  funds  from  other  donors. 
We  have  met  recently  in  Warsaw,  precisely  to  that  end,  with  the 
European  Community,  with  the  World  Bank,  and  with  the  EDRD, 
figuring  out  ways  that  we  can  use  our  program  to  leverage  addi- 
tional amounts  of  money  from  other  donors. 

So  we  are  not,  by  any  means,  alone  in  this. 

Mr.  Faleomavaega.  Following  up  with  a  question  with  my  col- 
league that  just  asked  some  earlier  questions,  I  cannot  even  get  $5 
million  to  assist  1.2  Native  Americans  for  sanitation  facilities  that, 
for  the  past  100  years,  we  have  neglected  to  provide  this  kind  of 
assistance  here  in  our  own  country,  now  estimated  over  $600  mil- 
lion. 

And  I  am  just  kind  of  wondering,  make  some  sense  of  equation 
that  if  we  are  to  contribute  the  $480  million  in  the  assistance,  my 
concern  is  that  we  are  going  to  fail  to  begin  with  and  that  is  just 
going  to  be  more  money  just  put  in  the  water  without  any  real 
sense  of  progress  if  these  Eastern  European  countries — you  know, 
what  I  am  saying  is  that:  Will  this  do  the  job?  Or  are  we  going  to 
be  doing  this  for  the  next  10  years?  How  much  more  are  we  going 
to  have  to  contribute  should  these  countries  still  have  a  need  for 
further  assistance? 

Are  we  implementing  some  kind  of  a  Marshall  program  that — 
you  know,  the  Marshall  program  was  not  handouts.  They  were 
long-term  assistance  loan  programs  to  the  European  countries  at 
low  interest,  of  course.  And  I  am  just  concerned  that  we  are  pour- 
ing $480  million  of  it,  and  it  is  just  going  to  go  down  the  drain  with 
no  real  progress  made  and  provide  this  economic  development. 

If  the  whole  project  is  going  to  take  $3  billion,  let  us  be  up  front 
to  see  what  exactly  it  will  take  to  help  these  countries. 

I  just  cannot  see  how  we  could  be  pouring  more  money  in  there 
and  then  seeing  that  that  is  not  going  to  take  the  job  with  the  re- 
sults in  something  like  that,  then  it  is  going  to  be  a  failure  to  begin 
with  and  we  wasted  the  $480  million. 

Ambassador  Johnson.  Congressman,  you  raise,  obviously,  very 
important  questions  about  the  tradeoff  between  expenses  on  the  do- 
mestic account  as  opposed  to  the  use  of  money  to  help  in  areas  like 
Central  Europe. 

We  feel,  looking  at  the  performance  of  these  countries — 5  percent 
growth  in  Poland  is  now  forecast  for  sometime  into  the  future.  All 
the  countries  with  the  exception  of  the  former  Yugoslav  Republic 
of  Macedonia  and  also,  obviously,  Bosnia,  have  now  moved  into 
positive  growth  this  year.  It  is  not  the  time  to  declare  success;  but, 
on  the  other  hand,  it  is  real  progress. 

We  have  not  been  at  all  bashful  about  pulling  money  back  when 
he  find  that  it  is  not  being  utilized  in  these  countries.  And  that  is 
the  approach  we  will  continue  to  take. 

We  have  also  said  that  this  is  not  to  be  viewed  by  recipient  coun- 
tries as  simply  a  long-term  handout.  We  chose  a  different  approach 
from  the  Marshall  Plan  in  the  sense  that  that  was  a  direct  transfer 
of  large  amounts  of  money  typically  to  countries  which  already  had 
market  economies. 


22 

In  this  case,  we  did  not  want  to  do  large-scale  financial  transfers 
because  we  thought  they  would  just  prop  up  the  old  state  sector. 

So  we  have  stayed  aloof  from  that  sector  and  focused  on  helping 
create  small  private  sector  businesses. 

I  think  the  benefits  to  us  are  both,  in  part,  we  can  continue  not 
to  spend  the  billions  of  dollars  we  spend  on  defense  in  part  because 
these  nations  were  allied  against  it,  but  in  part  because  if  they 
were  economically  healthy,  our  companies,  which  are  the  largest 
investors  now  in  many  of  these  countries,  are  going  to  seize  that 
opportunity;  and  that  will  result  in  real  benefits  for  the  United 
States  economically  as  well. 

Mr.  Faleomavaega.  I  know  that  these  countries  with  tremen- 
dous pride  do  not  want  handouts.  All  they  want  is  just  an  oppor- 
tunity to  start  with  catalysts  to  get  their  economies  going. 

But  I  just  want  to  make  sure  that,  when  we  make  the  contribu- 
tions, that  it  is  also  a  good,  long-term  investment  for  our  own  com- 
panies and  our  own  business  interest  to  see  that,  by  transformation 
of  this  process,  that  our  country  benefits  as  well. 

Thank  you,  Mr.  Chairman 

Mr.  Hyde.  Thank  you. 

Mr.  Chabot,  the  gentleman  from  Ohio. 

Mr.  Chabot.  Thank  you,  Mr.  Chairman.  I  also  apologize.  We 
have  got  a  subcommittee  on  crime  going  on,  and  I  was  not  able  to 
hear  your  testimony  here  this  morning.  But  I  think  I  have  got  the 
gist  of  it  from  the  questions  that  have  been  asked. 

And  I  guess  my  question  is:  Is  there  a  danger  that  American 
funding  or  foreign  aid  or  whatever  you  want  to  call  it  props  up 
kind  of  the  old  way  of  doing  things  and  the  old  regimes,  the  social 
programs  that  failed  in  those  countries  many  times  former  Com- 
munists who  are  now  running  things  and  really  puts  off  the  day 
of  reckoning  for  them  where  they  have  to  make  the  tough  decision 
and  basically  say — I  mean  we  are  saying  it  to  our  citizens  over 
here,  you  know,  the  government  does  not  owe  you  a  living;  personal 
responsibility  is  what  we  are  going  to  emphasize  now  on. 

We  are  in  the  process  right  now  of  voting  on  welfare  reform  over 
there,  and  we  are  hearing  kicking  and  screaming,  and  we  are 
starving  kids,  we  hear  alleged,  and  all  kinds  of  things.  That  is  pret- 
ty bad,  but  some  things  even  worse  than  that. 

The  only  thing  that  I  do  not  like  about  the  welfare  reform  going 
on  right  now  is  I  would  argue  it  does  not  go  far  enough.  I  think 
we  are  still  too  generous  in  the  packages  that  we  are  putting  to- 
gether. 

So  I  guess  you  are  going  to  have  to  convince  me  that  we  ought 
to  be  doing  foreign  aid  at  all  any  more. 

So  how  would  you  respond? 

Mr.  Dine.  Let  me  try,  Congressman. 

If  I  could  summarize  my  written  testimony  and  my  oral  presen- 
tation before  you  got  here,  it  is  in  the  following  way:  We  are  not 
engaged  in  a  welfare  program  at  all.  We  are  trying  to  totally 
change  what  took  place  in  Central,  Eastern  Europe,  over  a  40-,  45- 
year  period,  if  not  even  before  Communist  rule  as  well. 

We  are  trying,  through  our  technical  know  how,  through  our 
value  system  as  a  nation  and  through  the  energy  and  the  talents 
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of  our  own  people,  we  are  trying  to  create  a  private  sector  where 
one  never  existed  before. 

We  are  not  in  the  business  of  keeping  the  old.  In  fact,  we  are  try- 
ing to  kill  everything  that  has  Stalin's  imprint  on  it.  And,  that  goes 
from  the  Central  and  Eastern  European  countries  through  the  12 
former  Soviet  Union  nations  as  well. 

None  of  the  past  makes  sense.  What  we  are  dealing  with,  then, 
is  not  in  the  Marshall  Plan  sense,  rebuilding.  We  are  totally  re- 
structuring what  is  there  in  the  15  countries  of  the  Central  Euro- 
pean area,  under  the  SEED  Act,  with  a  limited  amount  of  money, 
by  the  way.  No  way  does  this  compare  to  the  Marshall  Plan  and 
the  billions  that  the  previous  Congresses  appropriated. 

So,  it  is  not  a  welfare  system.  It  is  not  a  give  away.  It  is  not 
money  down  a  rat  hole.  We  are  talking  about  national  security  in- 
terests of  the  United  States  which  will  create,  for  our  people,  a 
wholesome  global  economy  in  which  they,  unfettered  can  compete. 

Mr.  Chabot.  Let  me  just  ask  a  follow-up  question  there.  How 
many  of  the  countries  that  we  have  been  discussing  here  have  so- 
cialized medicine,  for  example,  get  free  medical  care  from  the  gov- 
ernment? 

Ambassador  Johnson.  Virtually  all  would — except  for  the 
Czechoslovakia — the  Czech  Republic  has  totally  privatized  its 
health  delivery  system. 

Virtually  all  the  other  countries  are  still  working  their  way  out 
of  the  old  system.  And  one  of  the  things  we  are  doing 

Mr.  Chabot.  But  is  not  that  one  of  the  problems — not  to  inter- 
rupt you — but  is  not  that  one  of  the  problems? 

For  example,  we  had  a  major — I  was  not  here  yet,  but  as  a  pri- 
vate citizen,  I  was  listening  to  the  debate  about  health  care  reform 
last  year.  And  we  basically  made  a  decision,  our  country  did,  the 
citizens  did,  that  we  do  not  want  the  government  to  provide  health 
care  for  everybody;  we  cannot  afford  it.  You  know,  we  are  going  to 
make  some  changes,  and  we  are  going  to  look  for  other  things;  but 
we  are  not  going  to  have  the  government  provide  health  care. 

Now  all  these  countries  over  there,  in  essence,  have  government- 
provided  health  care.  And  we  are  still  going  to  subsidize  them  with 
millions  of  dollars  here,  not  necessarily  that  is  going  to  go  directly 
to  health  care,  but  the  governments  have  made  a  decision  at  this 
point  that  they  are  going  to  continue  to  provide  health  care  to  their 
citizens. 

We  are  not  doing  it  over  here.  I  guess  the  people  in  Cincinnati 
where  I  come  from  would  argue,  until  they  make  cuts  in  things  like 
that,  why  in  the  world  should  you  take  my  tax  dollars  from  Cin- 
cinnati and  send  them  over  to  the  Czech  Republic  or  Slovakia  or 
any  of  the  countries  over  there  or  Poland  until  they  would  reduce 
some  of  the  benefits  they  get  to  what  American  citizens  get  from 
our  own  government? 

Ambassador  Johnson.  I  understand  that,  Congressman.  I  would 
make  two  points. 

First  is  that  we  provide  virtually  no  direct  cash  transfer  which 
could  be  translated  into  subsidies  for  a  health  care  system  or  for 
other  purposes  in  Central  Europe. 
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Secondly,  we  recognize  this  problem  as  well.  And  one  of  the 
things  that  we  are  doing  is  trying  to  work  with  those  governments 
to  help  them  figure  out  how  do  they  privatize  this  sector. 

The  Czechs  took  it  on  their  own  to  do  it.  They  did  it  over  night 
virtually. 

But  the  others  are  still  wrestling  with  health  costs  that  are  far 
too  high.  They  are  going  to  wind  up  with  systems,  no  doubt,  which 
will  look  different  from  our  own.  But  what  we  are  trying  to  help 
them  understand  is  that  there  are  ways  of  financing  pensions,  for 
example,  in  the  private  sector  instead  of  the  public  sector. 

But  in  the  meantime,  we  provide  them  with  absolutely  no  cash 
transfer  that  goes  into  this  kind  of  endeavor  or  even  one  that  I  can 
think  of  which  would  enable  them  to  subsidize  this  activity. 

Our  effort  here  is  primarily  technical  assistance.  The  cash  money 
that  goes  into  this  region  from  us  is  essentially  the  funding  that 
is  provided  through  the  Enterprises  Funds,  which  are  dealing  with 

f>rivate  sector  entities  and  making  equity  investments,  they  are 
ending  money. 

But  apart  from  that,  we  are  not  providing  balance  of  payments 
budget  support. 

Mr.  Chabot.  Thank  you. 

Mr.  Dine.  Since  I  am  from  Cincinnati,  let  me  also  comment? 

Mr.  Chabot.  OK. 

Mr.  Dine.  In  no  way,  again,  are  we  trying  to  make  better  what 
the  Communists  produced.  We  are  trying  to  end  that  era  as  cleanly 
as  possible.  But  it  is  a  vast  and  daunting  challenge. 

We  are  working  with  reformers,  change  agents,  people  who  want 
to  tear  down  the  old  and  create  something  totally  new — not  rebuild, 
but  to  restructure  and  to  put  in  new  systems  which  ultimately  will 
be  free  markets  and  democratic  governance. 

To  cutoff  assistance  now  would  be  to  cutoff  support  of  moral  and 
material  support  to  reformers  who  will  turn  these  places  around 
180  degrees. 

And,  I  think  it  would  be  a  national  mistake  to  do  that  because, 
in  fact,  we  would  strengthen  the  nonreformers,  the  former  Com- 
munists who  will  go  back  to  those  old  labels,  old  ways,  old  social- 
ized this  and  old  socialized  that. 

So,  we  are  working  with  the  reformers  to  change  government — 
to  change  the  concept  of  government  and  to  really  bring  about  a 
private  sector-led  country. 

Mr.  Chabot.  And  a  final  comment.  I  know  I  am  out  of  time,  and 
I  am  not  critical  of  you  gentlemen  here. 

What  I  am  critical  of,  however,  is  that,  basically,  the  rest  of  the 
world  feels  that  the  American  taxpayer  owe  the  rest  of  the  world 
billions  of  dollars,  billions  of  hard-earned  taxpayer,  American  dol- 
lars, all  around  the  world  to  prop  up  other  governments  all  across 
the  globe. 

Mr.  Dine.  We  cannot  feel  that  way.  We  cannot  feel  that  we  owe 
anybody  anything.  We  have  got  to  do  things  out  of  our  own  na- 
tional interests.  And  our  national  interests  is  to  help  transform 
what  was  once  our  enemy. 

Mr.  Chabot.  It  is  also  our  national  interests,  however,  to  balance 
this  budget. 

Mr.  Dbnte.  Absolutely. 
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Mr.  Chabot.  And  we  are  going  to  have  to  prioritize  things,  and 
I  think  we  are  going  to  have  to  look  at  things  an  a  little  differently. 

Mr.  Dine.  Well,  the  good  change  in  terms  of  the  medium-size  in- 
dustries will  permit  the  United  States  to,  and  we  are  already,  tak- 
ing advantage  of  the  new  world  that  has  come  about  in  Central  and 
Eastern  Europe.  I  have  seen  Proctor  &  Gamble  in  action  in  Poland, 
in  Hungary.  And  I  look  for 

Mr.  Chabot.  And  I  am  all  for  trade.  I  am  all  for  open  markets. 
I  am  a  free  trader. 

Mr.  Dine.  OK.  Nobody  wants  to  trade  in  an  economy  that  is  of 
the  old  way.  And  we  are  helping  to  create  this  private  sector,  this 
new  environment  for  prosperity,  as  I  described  in  my  testimony,  so 
that  the  Proctor  &  Gambles  and  the  Cincinnati  milling  machines 
and  others  can  compete  with  the  Germans  and  the  French  and  the 
Swiss  and  the  Japanese. 

Mr.  Chabot.  Thank  you. 

Chairman  Gilman.  The  gentleman's  time  has  expired.  Thank 
you. 

Mr.  Hamilton,  our  ranking  member. 

Mr.  Hamilton.  Thank  you,  very  much,  Mr.  Chairman.  And  I 
commend  you  for  having  this  set  of  hearings  because  this  is  an  im- 
portant program  these  gentlemen  are  testifying  on. 

Just  give  me  your  thoughts  overall  with  regard  to  trends  here. 
Is  it  correct  to  say  that  the  economies  in  this  region  are,  by  and 
large,  getting  better,  stronger,  more  prosperous,  and  more  market 
oriented? 

Ambassador  Johnson.  Congressman,  that  is  true  in  the  North- 
ern Tier.  As  I  said  earlier,  virtually  all  these  economies  have  are 
now  showing  positive  growth  and  GDP. 

What  that  masks  in  some  cases  is  that  privatization  is  lagging 
in  many  countries.  It  masks  large  government  budget  deficits  as 
well. 

So,  yes,  in  general,  I  think  it  is  a  positive. 

Mr.  Hamilton.  Overall  you  look  upon  the  trend  positively? 

Ambassador  Johnson.  Yes,  sir. 

Mr.  Hamilton.  And  overall  do  you  look  upon  the  trend  positively 
with  respect  to  the  political  developments  in  these  countries  in 
terms  of  moving  toward  democracies? 

Ambassador  Johnson.  In  the  sense  that  all  the  governments 
have  been  elected  democratically,  yes. 

In  the  sense  that  we  can  rest  assured  that  democratic  institu- 
tions are  firmly  entrenched,  I  have  many  areas  that  give  me  pause. 
The  tension  that  often  prevails  between,  for  example,  governments 
and  the  media,  concerns  me. 

Mr.  Hamilton.  You  were  here  a  year  ago.  Are  you  more  optimis- 
tic today  than  you  were  a  year  ago  with  regard  to  these  political 
trends?  Or  less? 

Ambassador  Johnson.  I  am  more  optimistic  in  the  sense  that  we 
have  gone  through  a  year  in  which  there  have  been  many  govern- 
ments which  have  changed.  They  have  all  changed  democratically. 
So  I  do  not  see  our  job  as  done.  But  I  am  more  optimistic  simply 
because  these  changes  have  happened  in  an  orderly  way. 
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Mr.  Hamilton.  So  you  come  before  us  today  and  you  say  that 
both  the  economic  and  the  political  trends  are  positive  in  the  re- 
gion? 

Ambassador  Johnson.  Yes. 

Mr.  Hamilton.  Now,  you  are  asking  for  more  money.  When  you 
testified  last  year,  you  said  you  thought  you  would  be  requesting 
$350  million  for  fiscal  year  1996.  You  are  requesting,  in  fact,  $480 
million. 

So  we  are  seeing  a  big  increase  in  the  amount  of  money  this 
year. 

Ambassador  Johnson.  Yes,  sir. 

Mr.  Hamilton.  Right? 

Ambassador  Johnson.  That  is  correct. 

Mr.  Hamilton.  And  some  of  that  is  for  Bosnia. 

Is  this  the  peak? 

Ambassador  Johnson.  I  think  it  is,  Congressman  Hamilton,  and 
I  would  say  for  two  to  three  reasons.  I  could  explain  that  if  you 
would  like. 

Mr.  Hamilton.  Well,  why  did  you  testify  last  year  to  a  $350  mil- 
lion request  and  then  this  year  come  in  and  ask  for  $480  million? 

That  is  quite  a  jump. 

Ambassador  Johnson.  Last  year,  I  think  we  could  not  have  fore- 
seen— well,  I  will  step  back  a  bit. 

The  reason  for  requesting  these  particularly  large  amounts  in  the 
case  of  Bosnia  have  to  do  with  the  fact  that  I  think  it  is  essential, 
given  that  we  can  deploy  resources  in  the  Territory  of  the  Federa- 
tion that  we  position  ourselves  to  do  that,  which  we  are  doing  that 
now. 

Mr.  Hamilton.  Even  if  you  take  out  your  request  for  Bosnia,  you 
are  still  asking  for  an  increase. 

Ambassador  Johnson.  That  is  correct.  Two  other  factors  I  would 
point  to. 

One,  the  changes  in  the  Northern  Tier  have  not  advanced  as  rap- 
idly as  we  had  hoped.  That  is,  what  we  found  in  the  case  of  Poland, 
a  program  that  we  would  otherwise  have  expected  would  be  declin- 
ing more  sharply  is  that  the  Polish  budget  deficit  and  the  Polish 
difficulty  in  handling  the  charges  which  social  services  represent 
against  that  budget  have  caused  us  to  feel  we  must  get  involved 
in  trying  to  help  them,  not  by  providing  subsidies,  but  helping 
them  restructure  that  part  of  their  economy. 

Mr.  Hamilton.  Now,  of  course,  the  SEED  money  is  not  the  only 
money  we  are  giving  to  Central  Europe. 

Ambassador  Johnson.  No.  That  is  correct. 

Mr.  Hamilton.  We  have  got  money  going  in  under  some  of  the 
military  programs  as  well. 

Ambassador  Johnson.  Yes,  that  is  right. 

Mr.  Hamilton.  Can  you  give  us  today  or  furnish  the  committee 
the  all-spigots  requests  so  that  we  know  the  total  amount  of  money 
going  to  Central  Europe? 

Ambassador  Johnson.  We  discussed  that,  in  fact,  with  staff  yes- 
terday, Congressman.  And  I  do  not  have  a  figure  for  you  today,  but 
we  will  certainly  work  with  OMB  and  others  to  pull  that  number 
together. 
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Mr.  Hamilton.  Well,  the  figures  I  have  included  a  request  for 
$100  million  in  military  assistance  for  the  Warsaw  Initiative,  to  ac- 
celerate the  Partnership  for  Peace;  $20  million  for  the  Central  Eu- 
ropean Defense  infrastructure;  $5  million  for  the  Baltic  battalion; 
and  there  may  be  some  other  things  as  well. 

On  the  basis  of  the  figures  I  have,  when  you  add  it  all  up,  you 
are  over  $600  million.  That  is  almost  a  70  percent  increase  over  the 
amount  of  money  spent  last  year  there. 

Ambassador  Johnson.  But  I  am  not  sure  whether  that  compari- 
son is  with  the  amount  of  SEED  money  spent  last  year  or 

Mr.  Hamilton.  No.  No.  That  is  overall.  I  am  trying  to  get  a  tag 
on  how  much  more  we  are  putting  into  that  region  this  year  than 
last,  SEED  plus  everything  else. 

Ambassador  Johnson.  Right.  Understood. 

Mr.  Hamilton.  And  I  want  to  get  an  overall  view  of  it. 

Now,  you  also  have  a  pipeline  problem  here,  too.  That  keeps  get- 
ting larger.  And  as  a  matter  of  fact  in  a  year's  time,  it  went  up  al- 
most $300  million. 

Why  the  explosion  in  the  pipeline? 

Ambassador  Johnson.  Congressman,  I  will  ask  Tom  Dine  to 
speak  to  that.  But  I  do  not  believe  I  agree  that  we  have  a  growing 
pipeline. 

Mr.  Hamilton.  Well,  you  testified  in  December  of  1993  that  it 
was  $385  million.  And  the  charts  you  give  us  today  show  $669  mil- 
lion at  the  end  of  September. 

That  is  pretty  close  to  a  $300  million  increase. 

Mr.  Dine.  Let  me  work  backwards.  I  have  before  me,  Congress- 
man Hamilton,  a  chart  which  shows  the  cumulative  appropriations 
through  1995,  at  $2.2  billion.  And  of  that  $2.2  billion,  we  have  ex- 
pended about  $1.4  billion.  We  have  obligated  about  $1.8  billion.  So 
I  see  a  pipeline  of  about  $400  million. 

But  I  can  also  tell  you  that  it  is  accelerated 

Mr.  Hamilton.  Well,  let  me  tell  you,  I  have  got  deep  suspicions 
about  the  word  "obligate." 

Mr.  Dine.  Oh,  I  know  that.  I  should  not  have  used  the  "0"  word. 

Mr.  Hamilton.  You  guys  "obligate"  every  which  way.  And  obli- 
gate means  obligate,  and  outlays  are  what  is  important. 

Mr.  Dine.  Correct.  And  the  figure  that  I  have  is  $1.4  billion.  And 
that  is  an  acceleration  over  the  previous  year. 

We  received  lots  of  funds  at  the  end  of  fiscal  year  1994.  And  we 
have  already  spent  $200  million  in  the  first  quarter  of  1995. 

Mr.  Hamilton.  On  your  outlay  figures,  you  have  got  a  bigger 
pipeline  now  than  you  had  a  year  ago;  is  that  correct? 

Mr.  Dine.  Yes,  but  very  little. 

Mr.  Hamilton.  Why  are  we  getting  a  larger  outlay  figure? 

Mr.  Dine.  Monies  are  now  being  spent  from  the  1993  and  1994 
period.  Expenditures  are  all  bunched  up  now. 

Mr.  Hamilton.  But  you  understand  the  problem  here. 

Mr.  Dine.  Yes. 

Mr.  Hamilton.  You  are  coming  in  here  and  you  are  asking  for 
a  big  increase  in  the  amount  of  money  for  SEED  and  for  other 
things — you  are  not  asking  for  the  other  things,  other  people  are — 
and  then  at  the  very  time  you  are  doing  that,  we  have  got  this  in- 
crease in  the  pipeline.  We  have  the  pressures  on  the  fiscal  side  that 
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have  already  been  referred  to  and  everybody  is  familiar  with.  And 
this  just  becomes  tougher  and  tougher  to  defend.  That  is  all. 

Well,  you  get  the  point.  I  would  an  appreciate  getting  accurate 
figures — maybe  we  have  them — on  outlays  with  respect  to  the  pipe- 
line because  I  think  that  is  very  important. 

Mr.  Chairman,  if  I  may  ask  one  other  question? 

Chairman  Gilman.  By  all  means. 

Mr.  Hamilton.  The  United  States  is  the  largest  donor  of  grant 
assistance  to  the  region;  is  that  correct? 

Ambassador  Johnson.  That  is  correct,  sir. 

Mr.  Hamilton.  Can  you  give  me  some  figures?  Are  we  all  by  our- 
selves in  that  category? 

Ambassador  Johnson.  No.  I  think  Germany  would  be  number 
two  and  a  close  second  to  us. 

Mr.  Hamilton.  What  percentage  of  our  total  assistance  is  grant 
money? 

Ambassador  Johnson.  All  of  our  assistance,  at  this  point  in 
Central  and  Eastern  Europe,  is  grant  money. 

Mr.  Hamilton.  All  of  it  is  grant? 

Ambassador  Johnson.  Yes. 

Mr.  Hamilton.  And  Germany  would  be  where  with  respect  to 
our — what  percentage  of  our  amount  would  Germany  donate? 

Ambassador  Johnson.  My  recollection  is,  sir,  that  Germany  is 
close  to — well,  I  would  rather  give  you  the  number  than  mislead 
you. 

Mr.  Hamilton.  Why  don't  you  give  us  all  the  figures  on  donors 
and  compare  it  to  the  United  States. 

Can  you  do  that  in  some  kind  of  a  chart  for  us? 

Ambassador  Johnson.  Sure. 

Chairman  Gilman.  Without  objection,  that  will  be  part  of  the 
record. 

For  the  record,  to  pursue  what  Mr.  Hamilton's  line  of  questioning 
is,  we  would  like  the  information  on  all  spigots  of  assistance  to 
Eastern  Europe  submitted  to  our  committee  at  an  early  date  so 
that  we  can  make  it  part  of  the  record. 

[The  information  appears  in  the  appendix.] 

Ambassador  Johnson.  Yes,  sir. 

Mr.  Hamilton.  Thank  you. 

Chairman  Gilman.  The  gentleman's  time  has  expired. 

Mr.  Moran,  do  you  have  any  further  questions? 

Mr.  Moran.  The  only  other  area  I  want  to  get  into  a  little  bit 
is  the  East-West  route  that  you  are  assisting  through  the  south 
Balkan  area. 

I  think  that  is  terribly  important,  and  I  am  glad  to  see  that  you 
are  taking  the  initiative.  You  have  got  $30  million  running  through 
Bulgaria,  Macedonia,  Albania. 

That  will,  I  think,  not  only  deal  with  an  untenable  situation 
right  now  in  terms  of  the  North/South  being  the  only  real  route  for 
assistance,  but  it  will  change  the  whole  dynamics  of  that  area,  eco- 
nomic and  political,  I  would  think. 

But  how  are  you  going  to  do  it?  Are  you  going  to  set  up  a  re- 
gional agreement?  Who  does  the  $30  million  go  to? 
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Are  you  going  to  give  a  piece  of  it  to  each  country?  They  are 
going  to  have  to  have  some  kind  of  mutual  agreements  to  make 
that  work. 

Ambassador  Johnson. 

Ambassador  Johnson.  Congressman,  a  couple  of  comments. 
First,  we  have  not — we  would  rather  keep  the  structure  simple,  as 
simple  as  we  can.  And  we  do  not  want  to  earmark  the  money  by 
country,  because  what  we  would  like  to  do — and  what  we  intend 
to  do — is  to  look  at  projects  that  emerge  and  make  sense  to  us  and 
make  decisions  about  the  disposition  of  the  funding  based  on  the 
projects. 

We  have  begun  a  process  now  of  inventorying  work  that  has  been 
done  by  other  donors — and  principally  the  international  financial 
institutions — looking  at  transportation  and  other  infrastructure  ac- 
tivities that  have  a  regional  impact  here. 

When  we  have  done  that — the  Trade  Development  Agency  is 
doing  that  for  us.  When  we  have  done  that,  that  will  give  us  some- 
thing of  a  picture  of  what  the  international  donors  have  been  pre- 
pared to  support,  because  part  of  our  objective  is  to  multiply  the 
$30  million  by  bringing  in  additional  money  from  other  sources. 
$30  million  will  not  go  all  that  far  in  hard  infrastructure. 

So  the  second  step  here  is  that,  obviously,  we  are  not  going  to 
go  any  where  until  we  know  whether  Congress  is  going  to  provide 
the  funds. 

The  President  made  this  announcement  with  President  Zhelev  in 
town;  but  as  I  said  to  the  President  Gligorov  in  Skopje  last  week, 
this  money  is  not  in  our  hands  at  all;  we  nave  to  await  the  decision 
of  the  Congress  as  to  whether  we  will  receive  it. 

If  we  do,  then  the  way  things  appear  now,  the  three  Presidents 
have  agreed  that  they  will  meet — time  yet  to  be  determined — and 
come  up  with  their  own  ideas. 

There  seem  to  be  some  differences  here.  Some  seem  to  be  looking 
at  rail.  Some  seem  to  be  looking  at  roads. 

For  us,  the  important  thing  will  be  to  figure  out  what  makes 
sense  in  project  terms;  how  can  we  get  the  most  additional  money 
added  to  this  effort?  Then  we  will  sit  down  with  the  countries  and 
sort  out  among  us  and  the  other  international  donors,  what  does 
it  make  sense  to  do? 

But  I  would  prefer  not  to  set  up  some  kind  of  elaborate  structure 
or  to  apportion  the  money  by  country,  because  we  would  rather  be 
driven  by  the  quality  of  the  projects. 

Mr.  Moran.  You  nave  not  met  with  any  resistance  as  yet,  have 
you,  to  the  idea? 

Ambassador  Johnson.  No,  sir,  not  yet. 

Mr.  Moran.  Great. 

One  other  area.  I  am  so  pleased  to  see  what  has  happened  in 
Bulgaria.  But  you  know,  in  Slovakia,  just  the  opposite,  really  is 
happening.  You  have  a — Meciar  on  a  platform  saying  he  is  going 
to  slow  down  privatization. 

I  talked  to  a  guy  from  Bechtel  that  was  born  in  Slovakia.  He 
wanted  to  help  his  country.  He  had  all  the  tools,  the  expertise,  and 
so  on,  went  over  there;  and  he  cannot  recruit  anybody  for  construc- 
tion projects  because  people  tell  him,  "Why  should  I  work  for  8 
hours  a  day,  5  days  a  week,  when  I  can  work  for  the  government 
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for  3  days  a  week  and  maybe,  at  the  most,  5  hours  a  day?  And  with 
the  government,  I  can  take  all  the  materials  I  want.  There  is  no 
real  inventory  of  what  they  have,  and  I  can  go  off  and  build  on  my 
own.  You  cannot  offer  me  enough,  as  much  as  the  government 
could  offer  me." 

And  he  says  it  is  terribly  frustrating.  And  here  we  have  a  gov- 
ernment that,  you  know,  they  have  removed  the  directors  of  the 
state  radio  and  television  networks.  They  put  this  big  tax  on  news- 
papers to  control  them.  They  are  going  back.  And  they  never  even 
got  very  far  in  the  first  place.  And  here  we  are  talking  about  put- 
ting substantial  sums  of  money  in. 

Tnat  is  one  of  the  biggest  problems  I  have  with  that  business 
about  the  $100  million,  these  people  should  not  be  rewarded.  And 
that  is  wasted  money,  to  be  putting  money  into  a  republic  that  is 
going  in  the  wrong  direction. 

So  you  want  to  respond  to  that  a  bit? 

Ambassador  Johnson.  Yes,  sir,  I  would  like  to. 

We  share  many  of  the  concerns  which  you  have  mentioned  about 
the  possible  direction  of  the  now  not-so-new  government  in  Slo- 
vakia. And  we  have  communicated  those  concerns  directly  to  the 
leadership  of  that  government.  Assistant  Secretary  Holbrooke  and 
others  have  had  very  direct  conversations  in  whicn  we  have  made 
known,  as  we  and  other  donors  did  in  September  before  the  elec- 
tions, we  are  not  going  to  support,  as  donors,  a  government  that 
is  not  going  to  pursue  the  right  kinds  of  policies. 

What  we  see  in  direct  response  to  some  of  the  comments  you 
have  made  is  that,  where  the  media  is  obviously  in  some  difficul- 
ties, we  are  looking  for  new  and  creative  ways  to  work  with  the 
media  to  help  them  cope  with  the  more  difficult  situation. 

In  Slovakia,  as  in  Bulgaria,  we  will  work  with  local  governments 
in  order  to  encourage  decentralization,  in  order  to  encourage  de- 
mocracy at  the  grass  roots.  We  will  also  stay  engaged  on  the  pri- 
vatization front  only  insofar  as  we  have  confidence  that  this  proc- 
ess is  running  in  a  way  that  is  above  board  and  that  it  is 
privatizing  in  an  honest  fashion. 

So  we  will  not  continue  to  pour  resources  into  place  that  do  not 
subscribe  to  the  principles  we  support. 

On  the  other  hand,  I  think  we  should  not — I  also  want  to  make 
sure  we  do  not  preiudge  policies  this  government  may  ultimately 
follow  because  we  should  be  prepared  to  work  with  them  if  they  do 
find,  in  response  to  pressure  from  the  international  financial  insti- 
tutions and  others,  that  the  time  has  come  to  break  with  the  past 
and  pursue  a  more  constructive  course. 

Mr.  Moran.  That  is  fine.  I  would  hope  you  would  have  that  kind 
of  discretion.  And  that  is  all  I  am  suggesting  and  hoping  for  is  that 
just  because  you  have  money  in  a  budget  justification  does  not 
mean  you  have  to  give  it  to  the  country;  and  it  does  not  mean  that 
the  country  is  entitled  to  it,  from  their  perspective,  if  they  are  not 
acting  in  a  manner  consistent  with  American  foreign  policy. 

Good.  Thank  vou. 

Thank  you,  Mr.  Chairman. 

Chairman  Gilman.  Thank  you. 

Mr.  Hamilton,  do  you  have  any  further  questions. 

Mr.  Hamilton.  No,  thank  you. 
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Chairman  Gilman.  Just  one  or  two  more  questions,  and  we 
thank  you  for  spending  the  time  with  us  this  morning. 

It  has  been  estimated  over  the  last  few  years  that  Hungary  has 
spent  over  $3  billion  in  bailing  out  the  Hungarian  banks  and  yet 
to  be  privatized  and  that  provide  loans  and  credit  to  large  state- 
owned  enterprises  that  also  have  not  been  privatized  and  that  are 
not  credit  worthy. 

How  long  can  we  afford  to  continue  providing  assistance  if  banks 
in  countries  like  Hungary  are  not  privatized  and  forced  to  operate 
as  real  banks? 

Ambassador  Johnson.  Mr.  Chairman,  this  really  epitomizes  the 
kind  of  question  that  we  always  face.  Inevitably  there  are  judgment 
calls. 

At  what  point  do  we  conclude  that  the  privatization  process  has 
broken  down  sufficiently  that  we  should  not  be  involved? 

In  fact,  our  advisors  inside  the  Hungarian  agencies  have  been  in- 
volved in  much  of  the  successful  privatization  that  has  taken  place. 

Privatization  in  the  banking  sector,  I  am  pleased  to  say,  now 
looks  as  if  it  will  go  forward.  The  new  team  which  has  been  ap- 

Eointed,  the  new  finance  minister  and  the  new  head  of  the  central 
ank,  have  just  in  the  last  few  days  asked  us  for  support  in  a  fash- 
ion that  indicates  to  us  that  they  are  genuinely  committed  to  mov- 
ing forward. 

And  I  will  ask  Assistant  Administrator  Dine  to  comment  on  that. 

Mr.  Dine.  Just  to  continue  on  at  that  same  line,  Mr.  Chairman, 
we  believe  the  Government  of  Hungary  is  now  committed  to  bank- 
ing reform.  And  its  new  team  wants  to  privatize  the  bank.  So  the 
$1.6  million  program  we  have  now  in  force  in  Hungary  is  trying  to 
help  condition  the  banks  so  that  they  are  viable. 

Recently,  the  Budapest  bank,  because  of  its  bad  loans  and  other 
problems,  was  turned  down  as  a  potential  buyee  by  Credite  Suisse. 

Hopefully  the  lessons  learned  from  that  experience  will  tell  this 
new  team  they  have  got  to  get  with  it  and  to  reshape  these  banks 
so  that  they  can  enter  into  the  private  market. 

Chairman  Gilman.  Well,  are  the  banks  talking,  then,  of 
privatizing?  Or  are  they  going  to  continue  in  this  same  vein? 

Mr.  DlNE.  No,  they  are  talking  privatization,  slowly;  but,  you 
know,  we  have  to  keep  encouraging  them  to  go  forward. 

Chairman  Gilman.  Well,  we  nope  that  you  will  not  allow  this  to 
just  continue  and  the  money  go  down  the  drain  as  they  continue 
with  the  same  old  status  quo. 

Mr.  Dine.  Fair  enough. 

Chairman  Gilman.  It  is  also  reported  that  5  years  after  the  fall 
of  communism  in  Eastern  Europe,  bankruptcy  laws,  and  contract 
enforcement  remain  almost  nonexistent  in  the  countries  of  that  re- 
gion. Getting  title  to  land  and  buildings  is  also  reported  to  be  an 
ordeal  for  new  and  private  businesses. 

Can  you  tell  us,  is  any  progress  being  made?  When  can  we  expect 
to  see  some  improvement  with  regard  to  these  issues? 

Ambassador  Johnson.  Mr.  Chairman,  let  me  say  that  this  is  a 
difficult  area.  Progress  is  spotty.  We  receive  too  many  reports,  not 
only  from  our  own  businessman  but  also  from  people — local  busi- 
nessman in  the  countries  in  question  who  are  dealing,  grappling 
with  the  problems  in  bankruptcy  laws. 
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We  are  providing  help.  In  the  case  such  as  Poland,  there  is  actu- 
ally legislation  which  is  now  pending,  and  we  are  actively  promot- 
ing with  the  government  that  is  encouraging  them  to  pass  this  leg- 
islation. 

So  through  a  variety  of  programs,  a  commercial  law  program 
that  AID  itself  runs,  through  the  help  of  the  American  Bar  Associa- 
tion, ABA  CEELI,  we  are  engaged  in  virtually  every  country  in  the 
region  in  helping  them,  encouraging  them  to  put  together  laws  that 
affect  private  property  and  create  tne  environment  not  only  for  pri- 
vatization but  for  the  development  of  the  indigenous  private  sector. 

It  is  a  slow,  boring  of  hard  boards,  if  I  may  sav. 

Mr.  Dine.  And  that  was  why  I  was  so  thrilled  to  put  into  my 
opening  statement  what  the  Romanians  have  underway.  And  when 
President  Iliescu  signs  that  bill,  we  ought  to  all  be  pleased. 

Chairman  GlLMAN.  Well,  how  many  more  years  are  we  going  to 
have  to  wait  until  we  see  some  real  improvements,  some  real 
progress  in  providing  a  business  environment? 

Ambassador  Johnson.  Mr.  Chairman,  I  think  the  fact  that  as 
much  of  GDP  in  these  countries  is  now  coming  from  the  private 
sector  as  is  the  case,  in  a  way  speaks  to  the  argument  that  these 
new  private  sector  businesses  are  probably  going  to  be  at  least  in- 
fluential as  we  are  with  their  own  governments  in  promoting  this 
kind  of  change. 

So  if  we  see  that  we  are  not  making  any  progress  with  our  own 
programs,  obviouslv,  we  will  have  to  make  the  judgment  that  in 
this  area  we  have  done  what  we  can. 

On  the  other  hand,  I  am  basically  confident  that  with  the  growth 
of  the  private  sector,  they  are  the  ones  who  have  the  real  stake; 
and  through  this  democratic  political  system,  they  will  influence 
these  governments  to  change. 

Chairman  GlLMAN.  Well,  I  think  with  our  budgetary  constraints, 
you  are  going  to  have  to  make  some  early  decision  on  the  programs 
that  continue  and  do  not  continue. 

We  will  be  submitting  some  questions  in  writing  for  the  record 
along  with  those  the  minority  may  wish  to  submit.  I  would  ask  if 
they  be  responded  to  expeditiously  so  that  we  can  conclude  the 
record.  In  particular,  there  will  be  questions  touching  on  overlap 
and  duplication  in  our  programs. 

[Responses  to  submitted  questions  appear  in  the  appendix.] 

Just  one  final  question  to  Mr.  Dine:  Are  you  working  on  the 
Northern  Ireland  programs  as  well? 

Mr.  Dine.  Yes,  sir.  That  is  part  of  my  portfolio.  You  will  recall 
that  the  President,  on  November  1,  in  an  announcement,  that  he 
wanted  to  increase  the  amount  of  monies  to  the  International  Fund 
for  Ireland,  also  assigned  me  to  go  to  Northern  Ireland  to  explore 
how  to  better  use  our  monies  and  to  work  closer  with  the  IFI  in 
microenterprise  efforts. 

To  see  how  the  International  Fund  for  Ireland  is  working  in  the 
cross  counties,  as  well  as  in  Northern  Ireland  itself,  for  me  was  a 
great  thrill  having  been  in  this  business  in  a  variety  of  ways  over 
a  30-year  period. 

Real  job  creation  and  I  believe  a  real  relief  that  there  is  a  cease- 
fire means  they  can  get  on  with  the  business  now  of  working  with 
each  other  to  reconcile. 
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So,  I  saw  that  the  International  Fund  for  Ireland  on  the  ground 
is  a  force  for  peace,  and  I  came  back  and  reported  that  to  Adminis- 
trator Atwood  as  well  as  to  the  National  Security  Counsel. 

Chairman  Gilman.  I  am  pleased  to  hear  that. 

With  respect  to  that,  you  know,  we  adopted  an  OPIC  measure  to 
allow  OPIC  to  provide  some  $60  million,  I  think  it  was 

Mr.  Dine.  Correct. 

The  Chairman  [continuing],  in  guaranteed  loans. 

But  a  recent  development  concerns  us.  The  Irish  Government 
was  concerned  that  the  OPIC  measure  was  in  competition  to  the 
International  Fund.  I  would  hope  that  we  could  over  come  that  be- 
cause both  of  them  should  be  working  side  by  side  rather  than  as 
a  competitive  factor. 

Would  you  care  to  comment  on  that? 

Mr.  Dine.  Well,  I  agree  with  your  point.  Again,  what  I  saw  was, 
in  many  ways,  IFI  behaving  in  a  manner  that  is  comparable  to  our 
use  of  SEED  funds  in  Central  and  Eastern  Europe,  that  is  to  create 
an  environment  for  business  to  develop  and  expand.  And  what  the 
IFI  is  doing  is  just  that  in  the  different  neighborhoods  and  cities 
as  well  as  counties  of  Northern  Ireland  as  well  as  cross-border 
areas. 

I  do  not  really  see  it  as  competition,  frankly.  The  OPIC-kind  of 
stimulation  will  come  when  there  is  real  reconciliation.  Ultimately, 
there  will  be  more  foreign  investment  in  a  much  improved  eco- 
nomic and,  especially,  political  environment. 

Chairman  Gilman.  Well,  it  is  encouraging  to  hear  that. 

Do  you  also,  Mr.  Dine,  take  into  your  portfolio  the  Haitian  oppor- 
tunity? 

Mr.  Dine.  No,  I  do  not  have  Haiti.  And  I  do  not  have  things 
around  Haiti. 

Chairman  Gilman.  All  right. 

Mr.  Engel. 

Mr.  Engel.  Thank  you,  Mr.  Chairman.  I  apologize  for  my  late- 
ness, but  I  have  already  done  about  11  things  this  morning. 

I,  of  course,  share  the  chairman's  concern  about  the  North  of  Ire- 
land. We  have  worked  very  closely  together  for  many  years  on  the 
situation. 

But  the  questions  I  really  want  to  ask  today  involve  an  area  on 
which  I  have  really  worked  very  hard  with  the  chairman  and  that 
is  the  area  of  Kosovo,  which  is  part  of  current-day  Serbia. 

Ambassador  Johnson,  as  you  know,  Congress  has  provided  for 
the  opening  of  a  USIA  cultural  center  in  Pristina,  which  is  the  cap- 
ital of  Kosovo.  It  is  in  section  223  of  the  Foreign  Relations  Author- 
ization Act  for  fiscal  year  1992  and  1993. 

I  have  long  felt — and  I  know  the  chairman  shares  my  concerns — 
that  the  United  States  ought  to  have  a  presence  on  the  ground  in 
Kosovo  because  of  the  way  the  ethnic  Albanians — who  constitute  at 
least  90  percent  of  Kosovo — have  been  treated  by  the  Belgrade  re- 
gime; by  the  Serbs. 

Last  week,  or  2  weeks  ago,  in  this  committee,  I  posed  this  ques- 
tion to  Assistant  Secretary  Holbrooke.  He  reacted  very  positively  to 
it,  and  he  said  he  would  ask  you  to  look  into  it.  I  do  not  know  if 
he  has. 
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Have  you  reviewed  the  possibility  of  opening  the  USIA  office  in 
Pristina? 

Ambassador  Johnson.  Congressman,  indeed  we  have.  I  just  had 
an  idea  that  you  might  conceivably  raise  that  point  this  morning. 

What  I  have  to  tell  you,  however,  is  not  going  to  satisfy  either 
your  or  our  aspirations.  I  have  looked  into  it.  It  is  something  that 
we  do  support  as  a  bureau  and,  I  hope,  as  a  building. 

The  issue  that  we  have  encountered  runs  into  the  concerns  of  our 
security  people  who  are  worried  about  the  ability  to  assure  the 
safety  of  anybody  who  would  be  posted  in  that  consulate.  And  so 
we  are  in  a  course  of  a  continuing  dialogue  with  our  own  Depart- 
ment of  State  security  people  to  see  whether  a  way  can  be  found 
to  meet  their  concerns  that  would  enable  us  to  proceed  with  an 
opening  of  such  a  consulate. 

Mr.  Engel.  Well,  let  me  say,  with  all  due  respect,  I  do  not  be- 
lieve that  the  security  issue  is  a  valid  one  at  all. 

In  fact,  I  believe  it  is  just  an  excuse  that  was  used  during  the 
Bush  administration;  and  now,  unfortunately,  is  being  used  in  this 
administration  as  a  reason  why  we  could  not  open  an  office. 

I  have  been  to  Pristina.  Others  have  been  to  Pristina.  I  do  not 
believe  the  security  risk  is  any  greater  there  than  in  dozens  of 
other  spots  around  the  globe  where  we  have  USIA  information  of- 
fices. 

Frankly,  I  think  that  there  is  some  judgment  made  by  someone 
upstairs  who  feels  that,  at  this  point,  they  do  not  want  to  offend 
Belgrade  or  exacerbate  relations  with  the  Serbs  or  throw  a  monkey 
wrench  into  what  are  delicate  negotiations  in  the  Balkans  and  in- 
volving Bosnia,  Croatia,  and  whatever. 

I  believe,  with  all  due  respect,  that  that  is  the  real  reason.  I  do 
not  buy  it  at  all,  quite  frankly.  I  do  not  think  that  there  is  a  secu- 
rity problem.  I  think  that  that  is  just  something  that  people  are 
going  to  cling  to  in  order  to  have  an  excuse  not  to  do  it.  I  really 
reject  it. 

Ambassador  Johnson.  Congressman,  I  understand  that.  I  must 
say  that  from  the  standpoint  of  our  bureau,  I  am  aware  of  no  sub- 
stantive objection  at  this  stage. 

I  had  been  involved  in  this  issue  some  years  ago  when  there 
were,  indeed,  substantive  objections.  I  do  not  sense  that  that  is  the 
case  now.  I  do  think  that  this  is  genuinely  a  security  issue.  But  I 
will  say  that  we  will  continue  to  pursue  it,  that  we  will  not  aban- 
don the  effort. 

Mr.  Engel.  Yeah.  You  know,  I  do  not  understand  why  security — 
security  for  who?  I  do  not  understand  why  the  problem  there  is  any 
more  acute  than  any  place  else. 

Ambassador  Johnson.  As  explained  to  me,  the  concerns  relate  to 
the  security  of  the  individuals  who  would  be  in  the  consulate. 

I  would  say  that  harking  back  to  some  years  ago  when  I  was  in 
a  different  job  in  the  State  Department  and  more  immediately  in- 
volved in  Bosnia,  we  did,  indeed,  have  security  concerns  with  re- 
spect to  people  that  at  that  time  we  were  sending  from  Belgrade 
down  to  Pristina. 

But  I  do  not  want  to  prejudge  this.  We  will  continue  to  pursue 
the  matter  and  seek  a  resolution  that  will  satisfy  both  of  us. 


35 

Mr.  Engel.  OK  Because  you  know  that  U.S.  officials  frequently 
go  from  Belgrade  to  Kosovo  now.  I  mean,  it  is  not  as  if  there  is  no 
American  presence  there. 

I  just  think  there  ought  to  be  a  permanent  presence  there.  The 
American  flag  ought  to  fly.  I  think  it  would  send  a  very  important 
message,  frankly,  to  Milosevic  and  the  Serbs. 

You  know,  we  have  said  we  are  drawing  the  line  in  the  sand 
with  Kosovo.  I  think  that  we  ought  to  back  up  our  rhetoric.  We  do 
not  exactly  have  a  great  track  record  in  Bosnia  and  that  region  of 
the  world. 

Ambassador  Johnson.  I  understand. 

Mr.  Engel.  Let  me  ask  either  one,  Mr.  Dine  or  Mr.  Johnson: 
Mercy  Corps  International  is  currently  administering  two  emer- 
gency relief  projects  authorized  and  appropriated  by  Congress  and 
funded  through  AID's  Office  of  Foreign  Disaster  Assistance. 

It  has  come  to  my  attention,  however,  that  some  of  the  items  to 
be  distributed  by  Mercy  Corps  are  being  held  up  by  the  Treasury 
Department's  Office  of  Foreign  Assets  Control,  which  enforces  sanc- 
tions against  the  former  Yugoslavia. 

My  staff  has  informed  me  that  he  has  informed  your  AID's  legis- 
lative affairs  office  about  this  problem. 

If  these  items  are  for  humanitarian  relief  and  have  been  ap- 
proved by  AID  and  OFDA,  why  is  OFAC  blocking  their  distribu- 
tion? 

Ambassador  Johnson.  Congressman,  as  of  last  night,  what  I  am 
told  is  the  following:  That  there  is  none — if  there  ever  was.  I  have 
not  been  able  to  find  that  there  was  an  objection  on  the  part  of  the 
Foreign  Assets  Control  people.  But  there  is  no  such  objection  at  the 
moment. 

What  apparently  had  happened  was  that  Mercy  Corps  had  origi- 
nally requested  approval  to  purchase  the  seed  which  was  going  to 
be  included  in  this  relief  in  Serbia.  This  was  agricultural  seed.  And 
the  sanctions  committee  had  suggested  that  it  would  be  preferable 
to  purchase  the  seed  outside  Serbia  so  that  we  would  avoid  paying 
the  Serbs  with  USAID  funds. 

Mercy  Corps,  it  is  my  understanding,  has  agreed  to  do  this.  And 
the  OFDA,  Office  of  Foreign  Disaster  Assistance,  anticipates  sign- 
ing this  grant  by  the  end  of  the  week. 

There  are  other  pending  grants,  and  there  are  no  issues  that 
should  delay  those  signatures.  There  are  no  problems  we  are  aware 
of  with  respect  to  those  grants. 

Mr.  Engel.  Do  you  think  that  our  assistance  to  Kosovo  ought  to 
be  continued  to  be  administered  by  OFDA?  Or  should  it  be  moved 
into  the  overall  AID? 

Is  that  a  possibility? 

Ambassador  Johnson.  I  guess  I  would  defer  to  Mr.  Dine  on  that, 
sir.  I  am  not  sure  I  would  have  a  good  answer. 

Mr.  Dine.  As  long  as  it  is  within  the  emergency  humanitarian 
assistance  realm,  Mr.  Congressman,  then  we  ought  to  let  the  ex- 
perts who  deal  with  that  go  ahead. 

But  I  can  also  assure  you  that  we  keep  a  very  close  eye  on  this. 
And  I,  like  you,  am  concerned  about  the  Albania  population. 
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Mr.  Engel.  OK  I  would  just  like  to  ask  a  final  question  involv- 
ing Albania,  because  I  know  it  is  at  the  end,  and  you  have  been 
here  a  long  time. 

As  you  know,  on  February  28,  the  President  announced  the 
board  of  directors  of  the  Albanian/American  Enterprise  Fund.  I  am 
really  pleased  about  that.  We  have  been  pushing  for  that  for  a  long 
time. 

With  this  step,  it  means,  of  course,  the  Fund  will  soon  begin  op- 
erating. Of  course,  the  tension  between  Greece  and  Albania  made 
it  difficult.  But,  with  the  lessening  of  tension,  it  was  easier  for  the 
President  to  announce  the  board  of  directors. 

Unlike  many  other  Central  and  Eastern  European  countries 
struggling  to  make  the  transition  to  democracy  and  market  econo- 
mies, Albania  has  had  to  wait  a  long  time  for  the  United  States 
to  unveil  its  Enterprises  Fund. 

Now,  I  just  want  to  tell  you,  having  gone  to  Albania,  it  is  really 
amazing  to  me  because,  as  you  know,  that  was  the  worst  Stalinist 
state  in  all  of  Eastern  Europe;  50  years  of  isolation  and  being  fed 
a  steady  dose  of  anti-Americanism. 

The  amazing  thing  is  that  the  people  did  not  believe  one  iota  of 
it.  They  are  so  pro  American,  both  the  people  and  the  government. 
It  is  just  something  to  behold. 

I  believe,  for  a  long  time,  that  since  it  is  a  small  country,  just 
a  little  bit  of  help  will  go  a  long  way  in  that  country. 

I  would  like  to  ask  you  when  will  this  Fund  begin  full  operation 
and  begin  helping  Albanian  business? 

About  how  many  small-and  medium-sized  firms  will  be  assisted? 

And,  will  most  assistance  from  the  Fund  be  made  in  the  form  of 
loans? 

Ambassador  Johnson.  The  Fund's  first  board  meeting  will  be  on 
March  28,  Congressman. 

And  in  connection  with  that  board  meeting,  in  fact,  Mr. 
Scaglione,  who  will  be,  we  anticipate,  selected  by  the  board  as  its 
leader. 

We  are  arranging  meetings  with  him  and  OPIC  in  other  parts  of 
the  government  who  are  involved  with  programs  that  might  com- 
pliment the  activities  of  the  Fund  in  Albania. 

I  cannot  forecast  precisely  how  many  small  businesses  will  be 
helped. 

What  I  can  say  is  that  we  are  providing  all  of  the  support  that — 
they  need  to  incorporate  themselves.  They  are  now  in  the  process 
of  working  on  that.  Once  they  are  incorporated,  we  will  come  to 
Congress  to  begin  to  deploy  funding  to  them  so  they  can  begin  loan 
programs. 

But  practically  speaking,  they  will  need  to  select  their  manage- 
ment team,  the  team  that  they  will  put  in  place  in  Albania.  We  will 
give  them  every  support  in  the  world  because  we  are  very  excited 
about  the  beginning  of  this  Fund. 

Typically  it  has  taken  funds  at  least  6  months  before  they  make 
their  first  transaction  because  they  want  to  feel  comfortable  that 
they  are  making  the  right  judgments. 

Mr.  Engel.  I  hope  we  can  push  on  that. 
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With  the  chairman's  final  indulgence,  I  just  want  to  put  a  plug 
in  for  the  Albania  legal  system,  which  is  experiencing  some  dif- 
ficulty. 

We  are  assisting  the  reform  of  their  legal  system.  It  is  a  program 
known  as,  as  you  know,  CEELI,  Central  and  East  European  Law 
Initiative.  We  have  expended  about  $200,000  per  year  to  provide 
technical,  legal  assistance. 

Considering  the  friction  between  Albania  and  Greece  over  the  re- 
cent OMUNIA  case  and  several  other  well-publicized  trials,  I  am 
concerned  that  this  level  of  assistance  might  not  be  adequate. 

So,  I  just  want  to  say  that.  You  do  not  really  have  to  comment 
on  it.  But,  I  hope  that  we  will  move  in  the  direction  of  helping 
them  even  more  with  our  efforts  to  improve  Albania  and  to  help 
Albania  reform  its  legal  system. 

Mr.  Dine.  Mr.  Engel,  just  one  comment. 

The  ABA  CEELI  Program,  as  you  mentioned,  has  both  a  full- 
time  commercial  law  liaison  and  a  full-time  rule  of  law  liaison  in 
Tirana.  And,  we  are  discussing  putting  a  criminal  law  liaison  in  Al- 
bania as  well. 

So,  I  appreciate  the  nudge.  We  will  have  to  get  onto  it.  It  is  a 
very  important  process.  Ana  I,  like  you,  feel  very  strongly  that  this 
country  that  was  once  so  isolated  and  is  so  pro-American  today 
ought  to  be  able  to  continue  its  rapid  progress  toward  a  modern 
economy  and  a  modern  democratic  state. 

Mr.  Engel.  Thank  you. 

And  thank  you,  Mr.  Chairman. 

Chairman  GlLMAN.  The  gentleman's  time  has  expired. 

I  want  to  thank  our  panelists,  Ambassador  Johnson,  Mr.  Dine. 

The  committee  stands  adjourned. 

[Whereupon,  at  11:56  a.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  chair.] 
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OPENING  STATEMENT  OF  REP.  CHRISTOPHER  H.  SMITH 


Thank  you,  Mr.  Chairman. 

Americans  today  are  deeply  concerned  about  foreign  aid. 
Opponents  say  we  are  spending  too  much  of  taxpayers'  money  to  line 
the  pockets  of  bureaucrats  abroad  and  "beltway  bandits"  at  home. 
Supporters  say  that  foreign  aid  is  only  a  small  fraction  of  our 
overall  budget,  that  it  provides  benefits  that  are  not  always 
immediately  obvious  or  appreciated,  and  that  foreign  aid  encourages 
the  development  of  markets  for  U.S.  products. 

While  discussion  of  dollar  amounts  is  essential,  so  is  the 
guestion  of  how  effective  our  assistance  is  in  making  the  world  a 
safer  place  for  future  generations. 

The  guestion  is  how  well  we  doing  in  assisting  our  former 
adversaries  in  their  transformation  to  democratic  states,  extending 
to  their  citizens  the  civil  and  political  liberties  we  ourselves 
have  long  enjoyed.  The  freer  and  more  democratic  a  nation  is,  the 
less  likely  it  is  to  threaten  world  peace  and  the  just  interests  of 
the  United  States. 

Progress  in  this  regard  has  been  uneven.  Some  nations  of 
Central  Europe  and  the  Newly  Independent  States  have  been  rated  by 
Freedom  House  as  "completely  free."  Others  are  mired  in  neo- 
Communist  authoritarianism,  where  even  the  distribution  of  an 
independent  newspaper  may  by  considered  a  crime. 

The  present  Administration  sees  foreign  aid  to  Central  and 
Eastern  Europe  as  a  success.  Many  observers,  however,  have 
criticized  U.S.  efforts  as  too  slow,  uncoordinated,  overly  "Russia- 
centered,"  and  lacking  in  results  at  the  grass  roots  level. 

Under  the  Support  for  Eastern  European  Democracy  Act  (SEED) 
the  United  States  has  provided  unprecedented  levels  of  assistance 
to  the  nations  of  Central  Europe.  Like  the  Freedom  Support  Act  for 
the  New  Independent  States  of  the  former  Soviet  Union,  the  SEED 
program  is  designed  to  encourage  progress  toward  transparent  and 
accountable  government;  to  help  develop  market  economies  in  which 
most  economic  resources  are  privately  owned  and  managed; 
transparent  and  accountable  government;  and  to  provide  support  for 
the  neediest  people  in  these  nations  during  the  transition  to  a 
free  and  productive  economy. 

Our  witnesses  today  are  well  gualified  to  assess  the 
progress  we  have  made  toward  these  goals,  and  whether  this  progress 
justifies  the  $480  million  the  Administration  has  reguested  for 
SEED  aid  in  fiscal  year  1996.   I  look  forward  to  their  testimony. 
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STATEMENT  BY  AMBASSADOR  RALPH  R.  JOHNSON 

COORDINATOR  FOR  EAST  EUROPEAN  ASSISTANCE 

EUROPEAN  AND  CANADIAN  AFFAIRS  BUREAU 

U.S.  DEPARTMENT  OF  STATE 


Mr.  Chairman,  members  of  the  Committee,  it  is  an  honor  to  appear 
before  you  to  discuss  U.S.  assistance  programs  under  the  SEED 
(Support  for  East  European  Democracy)  Act.  This  program  was 
enacted  into  law  in  1989  and  funded  beginning  in  1990  at  a  level  of 
$285  million;  thereafter  it  has  provided  between  $350  and  $400 
million  per  year  in  assistance  to  the  nations  of  Central  Europe. 
Originally  designed  for  application  in  Poland,  Hungary  and 
Czechoslovakia,  SEED  programs  are  now  in  operation  in  14  countries, 
including  areas  of  the  former  Yugoslavia  outside  Serbia  and 
Montenegro.  The  economic  and  political  progress  made  in  Estonia  and 
the  Czech  Republic  will  result  in  the  completion  of  virtually  all 
SEED  assistance  to  these  countries  during  the  coming  fiscal  year. 

OVERVIEW   OF    CHANGE    IN   THR    RRflTON 

The  SEED  Act  Implementation  Report  for  Fiscal  Year  1994,  provided 
to  Congress  in  January  of  this  year,  contains  a  detailed  summary  of 
the  assistance  programs  we  are  carrying  out  in  Central  Europe.  I 
will  not  attempt  to  repeat  that  information  in  my  remarks  today. 
Instead,  I  will  focus  on  the  most  significant  elements  in  our 
program  and  how  they  relate  to  the  political  and  economic  changes 
underway  in  the  region.  In  addition,  I  will  discuss  the  SEED 
budget  request  for  the  next  fiscal  year,  explaining  why  we  are 
seeking  additional  funds  for  this  important  effort. 

Mr.  Chairman,  it  is  important  to  bear  in  mind  the  scope  of  the 
transition  we  are  helping  the  nations  of  Central  Europe  accomplish. 
A  few  short  years  ago  U.S.  defense  budgets  reflected  the  fact  that 
they  were  members  of  an  alliance  that  threatened  us  and  our 
European  allies.  Now  they  have  separated  themselves  from  that 
alliance,  and  are  rapidly  building  bridges  to  Western  institutions, 
including  the  European  Union  and  NATO.  It  is  clearly  in  the  U.S. 
interest  to  encourage  this  movement.  Precisely  because  we  want 
nations  of  this  region  to  be  fully  associated  with  trans  Atlantic 
institutions,  it  is  important  that  we  help  them  complete  the 
transition  from  centrally  planned  to  market  economies  and  from 
undemocratic  to  democratic  societies.  Our  budget  request  reflects 
the  level  of  resources  we  believe  is  required  to  carry  this  work 
successfully  forward. 

This  has  been  a  year  of  substantial  change  in  Central  Europe.  New 
governments  have  taken  office  in  Poland,  Slovakia,  Bulgaria  and 
Estonia,  and  new  faces  have  appeared  in  the  economic  leadership  of 
other  governments  in  the  region.  All  of  these  developments  have 
occurred  democratically,  even  though  in  many  cases  the  leadership 
that  has  been  brought  to  office  comprises  ex-communists.   For  the 
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most  part  new  governments  have  emphasized  a  strong  commitment  to 
the  continuation  of  economic  and  political  reform.  While  time  will 
reveal  the  depth  of  these  commitments,  we  are  making  clear  our 
intention  to  work  with  those  who  support  reform  and  we  are  pressing 
governments  across  Central  Europe  to  continue  the  political  and 
economic  changes  begun  in  1989-90. 

The  economic  performance  of  the  nations  receiving  our  help  has 
improved  significantly  this  year.  Poland  now  seems  to  be  on  a 
course  that  will  maintain  GDP  growth  of  about  5  per  cent  for  some 
time.  Estonia,  the  Czech  Republic,  Slovenia  and  Albania  all 
achieved  significant  growth  in  1994,  in  fact  only  the  Former 
Yugoslav  Republic  of  Macedonia  of  all  the  countries  reached  by  SEED 
saw  a  decline  in  GDP  last  year.  While  this  performance  is 
encouraging,  it  masks  the  structural  changes  that  remain  to  be 
accomplished.  Government  budget  deficits  are  too  high  in  virtually 
every  country  of  the  area,  inflation  continues  to  be  a  major 
problem  for  all  but  the  Czech  Republic,  and  privatization,  although 
progressing  in  some  countries,  is  moving  painfully  slowly  in  most. 
The  breakdown  of  law  and  order,  and  more  seriously  the  incursion  of 
organized  crime,  particularly  in  some  of  the  Baltic  states  and  the 
nations  of  the  southern  tier,  threatens  to  undermine  economic  and 
political  reform. 


The  SEED  program  was  created  to  assist  transition,  not  to  become  a 
permanent  feature  of  U.S.  assistance  efforts.  With  that  in  mind, 
we  have  announced  our  intention  to  end  the  program  in  the  Czech 
Republic  and  Estonia,  countries  whose  progress  no  longer  requires 
this  type  of  U.S.  help.  During  this  year  we  expect  to  announce 
additional  graduations  and  phasedowns  of  SEED  programs.  This 
year's  request  reflects  some  unique  circumstances:  the  need  to 
identify  significant  resources  to  support  reconciliation  and 
reconstruction  in  the  Bosnian  Federation,  the  opportunity  to  help 
key  South  Balkan  states  deal  with  the  dislocations  of  sanctions 
against  Serbia  while  building  long-neglected  transport  and 
communications  links  among  themselves,  and,  finally,  the  need  to 
increase  our  help  to  the  Southern  tier  of  Central  European 
countries  before  we  have  completed  our  tasks  in  important  Northern 
tier  countries.  It  is  my  expectation  that  this  year's  budget 
request  marks  a  high  water  mark  for  SEED  funding,  which  I  expect  to 
decline  in  the  coming  years. 


SUPPORT  FOR  POLITICAL  AND  ECONOMIC  REFORM 

The  purpose  of  SEED  assistance  remains  unchanged  from  the  focus 
initially  agreed  by  Congress  and  the  Executive  Branch  in  1989:  our 
goal  is  to  promote  political  and  economic  reform.  Because  most 
countries  in  this  region  were  not  undeveloped  but  maldeveloped,  a 
major  part  of  our  challenge  is  to  help  them  make  the  transition  to 
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democracy  and  a  market  economy  rather  than  simply  to  help  them 
survive.  Promoting  structural  change,  for  example  through 
assistance  in  the  creation  of  banking  and  tax  systems, 
privatization  of  housing,  agriculture  and  state  enterprises, 
absorbs  a  substantial  portion  of  our  resources.  With  the  help  of 
dedicated  U.S.  professionals,  including  experts  provided  through 
the  U.S.  Treasury  and  the  American  Bar  Association  (ABA/CEELI)  ,  we 
are  also  helping  governments  write  the  laws  required  for  the 
operation  of  market  economies  and  encouraging  the  emergence  of  the 
private  sector. 

Enterprise  Funds,  managed  by  private  sector  boards,  continue  to  be 
a  key  element  of  our  reform  strategy.  These  Funds,  through 
lending,  equity  investments  and  technical  help  for  their  clients, 
have  made  a  major  contribution  to  the  birth  of  private  businesses 
in  Central  Europe.  They  are  pioneering  small  and  now  micro  loan 
programs,  providing  new  entrepreneurs  with  funding  often  not 
available  from  any  other  source,  and,  where  needed,  hands  on  help 
drawn  from  the  personal  experience  of  board  members  and  Fund 
employees.  This  year  we  created  new  Enterprise  Funds  in  the  Baltic 
States,  Romania  and  Albania.  Our  budget  request  includes  funding 
for  their  start  up  costs  and  the  lending  we  expect  them  to  do 
during  the  coming  fiscal  year. 

The  work  of  these  funds  is  complemented  by  the  presence  of  the  MBA- 
Enterprise  Corps  and  the  International  Executive  Service  Corps, 
both  of  which  are  doing  excellent  work  putting  their  professional 
skills  at  the  disposal  of  Central  Europe's  rapidly  growing  private 
sector . 


BUILDING  DEMOCRATIC  INSTITUTIONS 

Although  all  the  nations  receiving  SEED  assistance  have  governments 
chosen  in  free  elections,  building  democratic  institutions  is  an 
effort  that  requires  our  continued  help.  Tension  between 
governments  and  the  media,  an  accepted  feature  of  western 
democracies,  takes  on  a  more  ominous  character  where  there  is  no 
tradition  of  media  independence,  or  where  the  press  does  not  have 
adequate  institutional  protection.  We  are  working  to  improve  the 
quality  of  journalism.  With  the  help  of  distinguished  U.S. 
journalists  we  are  providing  fledgling  newspapers,  radio  and 
television  stations  with  technical  assistance  and  training  to 
encourage  the  growth  in  Central  Europe  of  public  demand  for  a  free 
and  independent  media. 

Parliaments  across  the  region  are  working  to  establish  their  roles 
with  the  help  of  advice  and  equipment  made  available  by  the 
Congress  of  the  United  States.  Law  Enforcement  officials, 
struggling  to  cope  with  a  rising  tide  of  organized  crime  and  street 
violence,  will  benefit  from  training  we  provide.   Last  July  the 
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President  announced  the  "Law  and  Democracy  Initiative"  which  builds 
on  current  rule  of  law  programs.  Beginning  next  month,  much  of 
that  training  will  be  offered  in  the  International  Law  Enforcement 
Academy  located  in  Budapest,  Hungary.  Thanks  to  funds  from  the  FBI 
and  from  the  State  Department's  Office  of  Narcotics  and  Legal 
matters,  and  buildings  made  available  by  the  Government  of  Hungary, 
approximately  250  law  enforcement  officials  a  year  will  eventually 
receive  training  in  skills  that  are  desperately  needed.  SEED  will 
fund  their  training.  In  addition  to  this  training,  SEED  funds  will 
also  support  Department  of  Justice  and  ABA/CEELI  advisors  who  will 
provide  assistance  in  drafting  criminal  codes  and  procedures. 

Strengthening  local  government,  the  first  level  of  elected 
officials  with  whom  the  citizens  of  Central  Europe  have  contact,  is 
an  increasingly  important  part  of  our  program.  We  believe  the 
decentralization  of  authority  is  essential  to  building  democracy  in 
this  region,  and  we  find  that  local  officials  need  help  to  devise 
systems  to  supply  citizen  services,  to  raise  revenue  and  to 
prioritize  expenditures.  Further,  these  officials  have 
traditionally  depended  upon  direction  from  central  authorities,  and 
now  need  help  in  understanding  their  responsibilities  to  their 
constituents  in  a  democratic  system. 

Some  of  the  institutions  we  take  for  granted  in  the  West  as 
elements  in  a  democratic  system  have  never  existed  in  Central 
Europe.  In  order  to  help  fill  that  gap,  we  are  enlisting  the  help 
of  NGO's  from  the  United  States  to  help  stimulate  NGO  development 
in  the  nations  reached  by  the  SEED  program.  These  institutions  must 
play  a  critical  role  in  opening  up  formerly  closed  political 
systems,  affording  citizens  the  opportunity  to  organize  and  to 
influence  decisions  on  issues  that  have  been  the  sole  province  of 
the  state  during  the  post  war  period. 


1996  BUDGET  REQUEST 

Our  1996  budget  request  for  $480  million  is  a  significant  increase 
over  the  amount  appropriated  for  FY  1995.  What  justifies  that 
increase? 


Two  new  elements  account  for  the  bulk  of  the  new  funding  that  we 
seek.  First,  we  are  finding  that  it  is  possible,  and  essential,  to 
begin  assistance  programs  on  the  territory  of  the  Bosnian 
Federation.  Under  contracts  now  in  the  final  stages  of 
negotiation,  work  will  begin  next  month  to  make  funding  available 
to  communities  in  the  Federation  which  demonstrate  that  they  are 
integrating  all  their  ethnic  groups  into  the  process  of 
reconstruction.  Over  the  coming  months  we  will  put  in  place 
programs  to  provide  funding  for  small  and  medium  sized  private 
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businesses  in  the  region,  and  to  train  local  government  officials. 
It  is  vital  to  begin  working  in  this  area  now,  so  that  we  do  not 
miss  the  opportunity  to  help  communities  that  have  a  stronger 
interest  in  preserving  the  peace  which  now  prevails  on  the 
Federation  territory  than  in  a  resumption  of  fighting  between 
Croats  and  Bosniacs.  For  this  purpose  we  are  requesting  $60 
million.  While  falling  far  short  of  the  funds  that  will  ultimately 
be  needed  from  the  international  community,  this  amount  will  enable 
us  to  expand  the  work  we  are  beginning  this  year,  and  to  take  the 
lead  in  rallying  other  donors  to  support  reconstruction  efforts. 

During  the  recent  visit  of  President  Zhelev  of  Bulgaria,  President 
Clinton  announced  a  "South  Balkan  Development  Initiative".  This 
program  is  intended  to  help  the  states  of  the  region  strengthen 
their  transport  and  communications  links.  In  part  it  will  assist 
in  providing  alternative  routes  to  those  blocked  by  international 
sanctions  on  Serbia.  In  part  it  will  help  nations  of  this  volatile 
region  build  the  ties  that  were  never  adequately  developed  during 
the  post  war  period.  Finally,  while  the  amount  we  are  requesting, 
$30  million,  does  not  approach  estimates  of  the  financial  losses 
these  nations  have  incurred  as  a  result  of  sanctions  on  Serbia,  we 
intend  to  couple  this  initiative  with  programs  from  the 
international  financial  institutions  to  stimulate  a  significant 
flow  of  resources  into  the  region. 


The  budget  request  for  FY  1996  also  reflects  expansion  of  programs 
to  build  democratic  institutions  in  Central  Europe.  Our  Law  and 
Democracy  Initiative,  for  example,  funded  at  $5  million  this  year, 
would  be  doubled  under  the  proposed  budget,  enabling  us  to  respond 
to  the  urgent  requests  we  are  receiving  from  governments  in  the 
region  for  help  in  dealing  with  organized  crime.  Restructuring  of 
social  sector  programs  and  their  funding  is  a  crucial  task  for 
Central  European  governments,  which  are  spending  far  too  much  of 
their  scarce  budget  resources  on  programs  that  do  not  deliver 
benefits  equitably  or  efficiently  to  their  citizens.  Beginning  in 
Poland,  we  are  working  with  other  donors  to  help  governments  find 
cheaper,  more  effective  ways  to  deliver  social  benefits,  and  to 
develop  market  driven  approaches,  such  as  private  pension  funds. 


CONCLUSION 

In  conclusion,  Mr.  Chairman,  I  believe  that  the  SEED  program  is 
accomplishing  its  mission,  and  that  the  nations  of  Central  Europe 
are  making  reasonable  progress,  in  a  few  cases  excellent  progress. 
The  path  of  economic  and  political  reform  is  not  easy,  however,  as 
results  of  recent  elections  in  the  region  make  clear.  Many 
difficult  decisions  remain  for  governments  that  are  suffering 
political  backlash  from  unpopular  but  essential  economic  policies. 
Our  role  is  to  support  those  who  are  willing  to  make  the  hard 
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choices,  and  to  encourage  other  donors  to  do  so  as  well.  This 
program  will  be  wrapping  up  its  contribution  to  economic  and 
political  reform  in  Central  Europe  in  a  very  few  years.  Indeed 
some  future  graduates  will  be  identified  this  year.  Mindful  of  our 
commitment  to  use  the  taxpayers'  money  responsibly,  I  believe  the 
amount  we  have  requested  is  what  we  need  to  support  Central 
European  Reform  in  the  coming  fiscal  year.  I  see  this  request  as 
the  high  water  mark  for  SEED  assistance. 

Launched  by  a  Republican  President  and  a  Democratic  Congress, 
continued  under  a  Democratic  President  and  a  Republican  Congress, 
SEED  exemplifies  bipartisan  support  for  our  nation's  efforts  to 
help  the  countries  of  Central  Europe  enjoy  the  fruits  of  democracy 
which  were  so  long  denied  them.  The  success  of  these  democratic 
and  market  reforms  makes  us  all  more  secure;  they  are  the  best 
answer  to  the  aggressive  nationalism  and  ethnic  hatreds  uncorked  by 
the  end  of  the  Cold  War. 
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Statement  of  Thomas  A.  Dine 

Assistant  Administrator  for  Europe  and  the  New  Independent  States 

United  States  Agency  for  International  Development 

Committee  on  International  Relations 

United  States  House  of  Representatives 

One-hundred-fourth  Congress,  First  Session 

March  23,  1995 

Mr.  Chairman  and  Members  of  the  Committee,  I  am  pleased 
to  have  this  opportunity  to  discuss  our  assistance  programs  in 
Central  Europe  under  the  Support  for  East  European  Democracy  (SEED) 
Act. 

SEED  Act  programs  have  allowed  the  United  States  to 
foster  peace  and  prosperity  in  a  region  recently  freed  from  the 
burdens  of  the  Cold  War.  In  the  space  of  a  few  short  years,  most 
of  the  countries  of  Central  Europe  —  from  Poland  to  Albania,  from 
the  Baltics  to  the  Balkans  —  have  made  historic  strides  in 
overcoming  more  than  four  long  decades  of  central  planning  and 
communist  dictatorship.  But  more  work  needs  to  be  done  to  make 
these  reforms  irreversible. 

Support  for  the  emerging  market  economies  and  democracies 
of  Central  Europe  remains  strongly  in  the  U.S.  national  interest. 
It  is  in  U.S.  security  and  economic  interests  that  market-oriented 
democracies  take  firm  root  throughout  the  region  and  become  members 
of  the  larger  European,  Transatlantic,  and  global  communities.  A 
peaceful  transition  to  sustainable  prosperity  in  Central  Europe 
dramatically  reduces  U.S.  defense  reguirements  and  creates 
important  new  markets  for  U.S.  trade  and  investment. 

The  initiative,  commitment,  and  wherewithal  for  societal 
transformation  must  continue  to  come  from  within  these  countries. 
Foreign  assistance,  where  USAID  has  played  a  unigue  and  leading 
role,  has  been  —  and  will  continue  to  be  --  a  crucial  tool  and 
catalyst  to  influence  the  course  and  pace  of  change. 

USAID  programs  have  been  effective  precisely  because  our 
assistance  strategy  focuses  on  fundamental  structural  reforms  —  in 
both  economic  and  political  spheres  —  that  make  systemic  change 
possible  and  sustainable  in  the  former  Communist  bloc  countries. 

Mr.  Chairman  and  Members  of  the  Committee,  we  are 
reguesting  $480  million  for  the  FY  1996  SEED  program.  This 
increase  in  the  funding  level  is  reguired  to  sustain  our  core 
economic  and  political  transition  programs  and  simultaneously 
respond  to  new  critical  opportunities  for  engagement,  for  example, 
in  Bosnia. 

In  the  coming  year,  USAID  will  seek  to  solidify  the 
achievements  already  made  in  the  Baltics  and  the  countries  of 
Central  Europe's  Northern  Tier.   Estonia,  Latvia,  and  Lithuania 
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boldly  embarked  on  economic  and  political  reforms  that  solidified 
their  quest  for  sovereign  independence.  In  FY  1996,  Estonia  will 
become  the  first  SEED  Act  country  to  "graduate"  from  U.S. 
assistance.  The  Northern  Tier  countries  —  Poland,  the  Czech 
Republic,  Slovakia,  Hungary,  and  Slovenia  —  have  also  made 
impressive  strides  to  break  the  pattern  of  state  control  and  give 
individuals  a  central  political  and  economic  role  in  their 
societies.  We  need  to  boost  newly  emerging  reform  efforts  in 
countries  of  the  Southern  Tier  —  Romania,  Bulgaria,  Albania, 
Croatia,  and  the  Former  Yugoslav  Republic  of  Macedonia  (FYROM) . 
USAID  will  also  devote  special  attention  and  resources  to  cross- 
regional  issues,  such  as  crime,  and  to  opportunities  for 
reconstruction  in  Bosnia. 


X.   Building  an  Environment  for  Prosperity:  Systemic  Reform 

Stated  most  directly,  our  goal  is  to  help  create  an 
economic  and  legal  environment  for  prosperity  in  Poland,  Lithuania, 
Hungary,  Albania,  Romania  and  the  other  Central  European  countries. 
By  this,  I  mean  collectively  the  institutions  and  structures,  the 
laws  and  habits,  which  are  the  necessary  preconditions  for  free 
enterprise  and  open  participation  in  private  markets  and  democratic 
political  systems. 

Getting  there  requires  systemic  transformation,  which  is, 
by  definition,  revolutionary  and  long-term.  Such  transformation 
involves  many  interlocking  and  interdependent  changes  of  profound 
social  significance: 

•  from  the  so-called  "dictatorship  of  the  proletariat" 
where  the  individual  serves  the  state  to  real  democracy 
where  government  serves  the  people; 

•  from  a  command  economy  planned  by  commissars  to  an 
open  market  energized  by  private  entrepreneurship; 

•  from  a  system  in  which  law  is  a  tool  of  one-party 
power  and  social  control  to  a  system  in  which  the  rule  of 
law  reflects  a  fair  social  contract; 

•  from  a  closed  society  where  knowledge  is  secret  to  an 
open  society  where  information  flows  freely; 

•  from  an  economy  dominated  by  military  production  to  an 
economy  serving  the  needs  of  citizens  and  the  wants  of 
consumers. 

It  is  important  to  stress  that  true  systemic  reform, 
while  "macro"  in  its  significance,  is  organic  and  comprises  a 
myriad  of  "micro"  changes  at  the  local  level.  Individual  actors  — 
citizens,  farmers,  workers,  managers,  companies,  and  social  groups 
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alike  —  must  think  and  act  differently.  USAID's  strategy  is  to 
focus  American  knowhow  and  technical  expertise  where  it  can 
reinforce  systemic  changes,  both  "from  above"  and  "from  below"  — 
that  is,  from  the  grassroots.  We  support  reform  and  reformers 
wherever  we  find  them. 


IX.  Examples  of  Systeaic  Reform  and  OSAID  Impact 

Systemic  reform  means  change  that  goes  to  the  heart  of 
social  arrangements-  a  new  way  of  doing  business,  a  new  kind  of 
state,  a  new  social  contract.  In  the  Central  European  countries, 
these  reforms  must  reverse  decades  of  Communist  folly  under  the 
guise  of  "social  experimentation."  In  some  cases,  the  reforms  mark 
a  departure  from,  literally,  centuries  of  non-Western  development. 

A  few  examples  will  illustrate  in  concrete  terms  what  I 
mean  by  systemic  change  as  well  as  the  substantial  impact  of  USAID 
technical  assistance  programs  on  the  vectors  of  reform  across  the 
region  —  at  national,  local  and  grassroots  levels. 

These  examples  also  show  that  systemic  change  is  not  a 
one-shot,  discrete  event.  Reform  is  a  process,  and  each  step  of 
progress  reveals  areas  for  more  work.  Each  victory  inevitably 
leads  to  new  challenges.  And,  at  times,  some  of  the  harshest  new 
problems  may  appear  precisely  in  areas  where  we  have  made  important 
progress. 

(a)  Foundations  Laid:  "Graduation"  and  Phase-Out.  Perhaps  the 
most  dramatic  examples  of  what  systemic  transformation  means  are 
the  stories  of  the  Czech  Republic  and  Estonia.  With  USAID  and 
other  donor  assistance,  both  countries  have  succeeded  in 
implementing  thorough  economic  and  political  reforms  that  put  them 
sguarely  on  a  road  to  national  prosperity  and  international 
partnership.  We  will  phase  out  assistance  from  Estonia  in  1996  and 
from  the  Czech  Republic  in  1997,  confident  that  both  countries  will 
be  able  to  sustain  their  own  long-run  progress. 

As  the  leaderships  in  both  countries  readily  admit,  all 
economic  and  social  problems  have  not  been  solved;  however,  the 
lasting  foundations  for  prosperity  have  been  laid.  Assessing  the 
permanence  of  changes  in  countries  in  transition  is  more  art  than 
science  —  namely,  judging  when  a  "point-of-no-return"  in  the 
reform  process  has  been  reached  and  when  our  role  in  helping 
achieve  core  objectives  is  over.  These  core  reform  objectives 
include:  (1)  transferring  state  assets  —  industrial,  agricultural, 
services  — into  the  private  sector;  (2)  laying  the  institutional 
foundations  for  a  market  economy;  (3)  attracting  an  inflow  of 
private  capital  into  the  new  markets;  (4)  establishing  elected 
institutions  as  the  mode  of  governance  at  all  levels;  (5) 
empowering  grassroots  citizens  organizations  to  have  public  voice 
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that  can  check  government  power;  (6)  and  establishing  of  the  rule 
of  law. 

The  Czech  Republic  has  recovered  its  long  democratic 
tradition  and  reestablished  stable  participatory  institutions  and 
the  rule  of  law.  The  Czech  economy  has  metamorphosed  from  98% 
state  control  in  1989  to  80%  private  ownership  today.  Its 
macroeconomic  performance  is  extremely  strong,  with  over  2.5%  real 
GDP  growth  in  1994  and  3%  expected  in  1995.  As  testimony  to  this 
bustling  new  commercial  environment,  the  Czech  Republic  attracted 
$2  2  billion  in  direct  foreign  investment  in  1993  and  $2.4  billion 
in  1994.  Since  1992,  U.S.  private  investment  there  has  exceeded 
$1.2  billion.  USAID  advisors  have  played  a  major  role  in  about  $2 
billion  of  the  foreign  investment  attracted  to  the  Czech  Republic. 
Indeed,  USAID  has  been  a  partner  throughout  the  Czech  transition, 
providing  a  wide  variety  of  technical  assistance  in  key  areas  such 
as  privatization,  banking  reform,  bankruptcy  law,  small  business 
development,  municipal  governance,  and  housing. 

Estonia,  the  smallest  of  the  Baltics  states,  has  also 
established  itself  as  a  stable  constitutional  democracy,  with 
active,  independent  media  and  strong  minority  rights  laws.  The 
plurality  victory  of  Tiit  Vahi's  coalition  of  neo-Communist  and 
agrarian  parties  in  the  March  5,  1995,  parliamentary  elections  does 
not  signal  a  reversal  or  slow-down  of  reform.  Mr.  Vahi,  who  is 
likely  to  become  the  next  Prime  Minister,  is  a  committed  reformer 
and  was  an  architect  of  Estonia's  privatization  and  banking  reform 
programs. 

In  the  three-and-a-half  years  since  it  regained 
independence  from  the  USSR,  Estonia  has  catapulted  itself  into 
solid  economic  growth,  with  a  4%  real  GDP  increase  in  1994  and  a  5% 
increase  forecast  in  1995.  This  transformation  is  the  result  of  a 
vigorous  privatization  program,  greenfield  business  development, 
and  a  surge  in  foreign  investment.  Over  60%  of  Estonia's  large 
companies  and  90%  of  small  businesses  have  been  sold  through 
auctions  and  domestic  and  international  tenders.  Almost  60,000  new 
businesses  have  started  since  1991.  Approximately  two-fifths  of 
the  Estonian  economy  is  in  private  hands.  Over  7,000  foreign 
investors  are  active  in  Estonia. 

Again,  USAID  has  been  an  important  partner  in  Estonia's 
success.  Key  USAID  programs  supporting  Estonia's  transition  have 
included  assistance  with  the  voucher  privatization  program, 
monetary  policy,  reform  of  banking,  tax  and  commercial  laws, 
training  of  judges,  and  environmental  policy.  American  advisors 
helped  design  Estonia's  basic  privatization  statutes,  as  well  as 
national  and  local  budget  and  tax  laws  vital  to  decentralization. 
Estonians  have  translated  this  input  into  lasting  systemic  changes 
transforming  their  country.  Moreover,  we  will  continue  strong 
American  linkages  with  Estonia  after  phase-out  of  bilateral 
technical  assistance.  Small  and  medium-sized  businesses  in  Estonia 
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will  continue  to  benefit  from  the  equity  and  debt  financing 
services  of  the  $50  million  Baltic-American  Enterprise  Fund. 
Estonia  will  also  participate  in  regional  initiatives  to  promote 
law  enforcement  and  strengthen  new  Estonian  NGOs. 


(b)  The  Polish-American  Enterprise  Fund.  The  Polish-American 
Enterprise  Fund  (PAEF)  has  successfully  primed  the  pump  of  economic 
growth  in  Poland.  By  dint  of  example,  the  PAEF  —  designed  in 
partnership  with  Congress  and  funded  by  USAID  —  has  helped 
revolutionize  commercial  lending  and  other  parts  of  the  financial 
sector  in  Poland.  Through  its  subsidiary  the  Enterprise  Credit 
Corporation  (ECC) ,  the  PAEF  has  made  almost  3,500  loans  totaling 
$91  million,  fueling  greenfield  private  investment  in  Warsaw, 
Lublin,  Lodz,  Poznan,  Krakow  and  other  cities  where  the  ECC  has 
representative  offices  and  windows.  It  is  estimated  that  well  over 
10,000  new  jobs  have  so  far  been  created  as  a  result  of  the  small 
business  growth  made  possible  by  the  Fund's  ECC. 

In  addition  to  serving  as  an  internal  model  for  the 
modernized  Polish  financial  system,  the  PAEF  has  also  played  a 
leadership  role  in  leveraging  international  financing  for  important 
new  institutions  and  campaigns.  For  example,  it  has  attracted  over 
$100  million  in  leveraged  capital  from  the  EBRD,  Creditanstalt  Bank 
and  private  investors  to  establish  the  Polish  Private  Equity  Fund. 
Moreover,  another  $50  million  will  soon  be  forthcoming  from  the 
EBRD  to  support  Poland's  mass  privatization  program. 

(c)  The  Green  Revolution  in  Albania.  Since  1991,  USAID  has 
heavily  targeted  assistance  in  Albania  to  the  agricultural  sector, 
which  constitutes  over  half  of  the  national  economy.  By  1993, 
agricultural  growth  was  up  by  over  14%,  and  real  GDP  increased  by 
11%.  The  Albanian  economy  continues  to  prosper,  with  real  GDP 
growth  estimated  at  7%  for  1994. 

USAID  programs  helped  transform  Albania's  important  but 
once  lagging  agricultural  sector  by  privatizing  the  supply  and 
distribution  of  farm  inputs,  by  providing  fertilizer  to  boost  crop 
yields  as  well  as  training  on  when  to  use  it,  and  by  improving  farm 
management  and  produce  marketing  skills. 

Today,  over  95%  of  Albania  arable  land  is  in  private 
hands.  USAID  technical  experts  also  helped  draft  a  new  property 
law,  recently  passed  by  Albanian  parliament,  which  will  lay  the 
basis  for  a  land  market  leading  to  the  efficient  consolidation  of 
fragmented  land  parcels. 

(d)  The  Democratic  Transition:  Participation,  information, 
Justice.  In  1989,  it  was  "people  power"  that  brought  down  the 
Communist  regimes  --  the  so-called  "People's  Democracies"  --   in 
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Central  Europe.  Today,  the  voice  of  the  people  is  being  heard 
throughout  the  region  as  the  touchstone  of  genuine  democracy.  As 
we  know  from  our  own  experience,  democracy  is  not  one  thing;  it  is 
a  web  of  institutions  and  practices  defining  the  way  a  society 
governs  itself.  USAID  technical  assistance  programs  have  helped 
build  the  key  pillars  of  the  new  Central  European  democracies, 
including  free  and  fair  electoral  systems,  independent  media,  and 
the  rule  of  law. 

(1)  Free  and  Fair  Elections.  As  the  saying  goes,  the 
true  test  of  a  democracy  is  not  the  first  election  but  the  ones 
that  follow.  Today,  free  and  fair  elections  are  the  norm 
throughout  Central  Europe.  In  most  countries  in  the  region,  a 
multitude  of  parties  contest  elections  at  all  levels  of  government. 
Power  changes  hands  smoothly  and  transparently,  according  to  the 
people's  voice  at  the  polls.  Opposition  factions  are  loyal  to  the 
democratic  system.  This  is  a  historic  development  in  countries 
which  for  so  long  labored  under  one-party  or  one-person  control, 
sham  elections,  and  rule  by  force. 

At  the  grassroots  level,  USAID-sponsored  NGOs  are  helping 
nurture  the  seeds  of  robust  participatory  democracies.  In  Albania, 
Bulgaria,  and  FYROM,  for  example,  citizens  advocacy  groups 
launched  vigorous  non-partisan  voter-drives  and  poll  monitor 
training  programs,  boosting  participation  and  guaranteeing 
transparency.  Thanks  to  such  work,  national  voter  turnout  in 
Bulgaria's  December  1994  parliamentary  elections  was  a  strong  72%. 
In  Albania,  last  summer  civic  vigilance  by  USAID-trained  NGOs 
exposed  abuses  by  leading  parties  in  municipal  by-elections;  the 
subseguent  run-off  elections  were  free  and  fair. 

(2)  Independent  Media.  The  news  media  in  Central  Europe 
have  come  a  long  way  since  1989,  when  most  broadcast  stations  were 
still  organs  of  state  power  and  had  little  idea  of  how  to  provide 
neutral,  accurate  information  to  the  public  and  to  survive  in  a 
competitive  market.  Today,  the  Fourth  Estate  is  expanding  the 
"marketplace  of  ideas"  and  growing  into  a  reliable  check  on 
government  power  through  critical,  independent  reporting  in  most 
Central  European  countries. 

Throughout  the  region,  the  USAID-sponsored  International 
Media  Fund  has  targeted  its  technical  assistance  programs  at 
improving  media  capacity  and  developing  journalistic  skills  as  well 
as  management  and  marketing  knowhow  of  publishers  and  producers  — 
at  13  independent  television  stations  and  production  companies,  19 
independent  radio  stations,  and  29  independent  newspapers  and 
periodicals. 

(3)  Rule  of  Lav.  At  root,  the  political  reforms  of 
Central  European  and  other  countries  in  transition  can  be  seen  as 
a  shift  from  arbitrary  rule  to  the  rule  of  law.  The  rule  of  law 
means  the  supremacy  of  written  rules  enacted  democratically  —  not 
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at  the  whim  of  dictators  —  in  regulating  social  and  economic 
conduct  and  delivering  justice. 

The  USAID-funded  Central  and  East  European  Law  Initiative 
(CEELI)  of  the  American  Bar  Association,  which  draws  on  the  pro 
bono  expertise  of  lawyers  throughout  America,  has  provided  legal 
advice  and  commentary  on  the  drafting  of  15  Central  European 
constitutions  and  over  200  laws  relating  to  commercial  and  criminal 
law  —  including  an  array  of  Polish  business  laws,  the  new  Romanian 
bankruptcy  code,  and  the  draft  law  on  privatization  in  FYROM. 

Having  modern  law  codes  in  place  is  only  the  first  step 
in  establishing  the  rule  of  law.  Responsible  regulatory  agencies 
and  reliable,  independent  courts  are  needed  to  enforce  the  new 
laws;  private  lawyers  must  protect  the  interests  of  their  clients 
in  an  adversarial  system.  USAID  programs  are  providing  training  in 
the  implementation  of  new  justice  systems.  For  example,  CEELI  has 
established  judicial  training  centers  in  Estonia,  Latvia, 
Lithuania,  Slovakia,  and  Bulgaria,  which  are  promoting  the 
development  of  independent  judiciaries  in  those  countries.  As 
other  examples,  USAID-sponsored  legal  and  financial  experts  have 
given  advice  to  the  Polish  government  on  creating  a  Securities  and 
Exchange  Commission  to  regulate  Warsaw's  booming  stock  market  and 
to  Slovenia's  central  banking  authorities  on  developing  modern 
standards  and  techniques  of  bank  supervision. 


III.   The  Challenges  Ahead 

The  steady  progress  toward  stable  democracy  and  market- 
driven  economies  already  accomplished  in  most  of  the  countries  of 
Central  Europe  since  the  fall  of  the  Berlin  Wall  and  the 
dissolution  of  the  USSR  has  been  dramatic.  For  the  region,  this  is 
an  era  of  both  national  reawakenings  and  economic  regeneration  — 
shaking  off  the  dismal,  heavy  legacy  of  Communism.  It  is  clear 
that  reform  works,  and  clearer  that  there  are  no  credible 
alternatives  to  systematic  reform. 

With  the  exception  of  the  "graduating"  countries  which  I 
discussed  earlier,  however,  it  would  be  premature  to  consider  these 
historic  developments  uniformly  rooted  or  fully  established. 
Success  in  the  initial  stages  of  reform  have  bred  important  new 
social  and  economic  issues  that  must  be  resolved  in  order  to 
complete  the  transformations  to  market-based  democracies.  The 
achievements  to  date  need  to  be  deepened  and  consolidated,  and  the 
momentum  of  reform  must  be  maintained  throughout  the  region.  USAID 
assistance  will  continue  to  play  a  critical  role. 

(a)   Concern  about  Ex-communists  in  Power. 
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Some  observers  have  expressed  concern  over  political 
trends  in  Central  Europe  because  ex-Communists  are  back  in  power  as 
a  result  of  elections  in  Estonia,  Lithuania,  Poland,  Slovakia, 
Hungary,  Romania,  and  Bulgaria. 

We  need  to  take  these  political  trends  seriously.  We 
must  also  recognize  a  number  of  powerful  countervailing  factors. 
First,  compared  with  the  pre-1989  period,  every  Central  European 
country  has  already  made  fundamental  and  largely  irreversible 
improvements  in  individual  and  economic  freedom,  respect  for  human 
rights  and  pro-Western  orientation.  Second,  in  all  cases,  neo- 
Communist  parties  have  come  to  power  by  democratic  means  in  free 
elections.  Third,  even  with  neo-Communists  in  government,  these 
countries  are  nevertheless  firmly  committed  to  economic  reform  and 
to  integration  into  Western  economic,  political,  and  security 
organizations. 

The  popularity  of  neo-Communist  and  like-minded  parties 
certainly  does  point  to  the  dynamic  of  social  expectations  and 
their  impact  on  politics  in  Central  Europe.  Communism  inculcated 
dependency  on  the  state.  The  advent  of  the  marketplace  has  brought 
a  promise  of  prosperity,  but  it  has  also  bred  fears  about  personal 
security.  Many  Central  Europeans  continue  to  spend  massive  shares 
of  their  national  products  on  social  programs.  But  these  programs 
hep'e  not  been  adapted  to  market-based  economies.  Many  social 
services  benefit  people  who  do  not  need  them,  while  many  of  the 
most  vulnerable  groups,  particularly  pensioners  get  little  security 
from  programs  premised  on  public  employment. 

Not  surprisingly,  fear  engenders  a  backlash  against 
change.  But  without  fundamental  economic  change,  the  promise  of 
prosperity  cannot  be  realized.  This  is  the  urgent  challenge  now 
facing  Central  Europe's  reformers:  at  once  to  intensify  economic 
restructuring  and  to  transform  the  fiscal  basis  that  underlies  the 
social  contract  between  the  state  and  its  citizens. 


(b)  Critical  Next  Steps.  The  critical  "next  steps"  of  USAID 
support  for  reform  in  the  region  are  fourfold:  first,  providing 
essential  technical  assistance  to  consolidate  economic 
restructuring  in  the  Northern  Tier;  second,  reinforcing  emerging 
systemic  changes  in  the  Southern  Tier;  third,  strengthening 
democratic  institutions  that  serve  to  check  and  balance  state  power 
across  the  region;  and,  fourth,  continuing  to  play  a  leading 
international  role  in  reconciliation  and  eventual  reconstruction  in 
Bosnia.  These  four  priorities  make  up  the  core  of  our  FY  1996 
budget  reguest  for  $480  million  in  funding  under  the  SEED  Act.  Let 
me  summarize  each  component: 

(1)   The  Northern  Tier.   First,  we  propose  to  continue 
support  for  reform  in  the  Northern  Tier  with  about  $155  million  of 
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FY  1996  assistance  geared  to  completion  of  market  transition  and 
social  sector  restructuring.  This  technical  assistance  will  focus 
on  the  increasingly  complex  conundrum  of  reform  and  social 
expectation  that  has  developed  in  the  process  of  economic  reform  in 
Poland,  Hungary,  Lithuania,  and  other  countries  of  the  Northern 
Tier.  Each  of  these  countries  faces  fiscal  problems  intimately 
tied  to  growing  social  discontent  as  signaled  at  ballot  boxes 
across  the  region. 

The  urgent  fiscal  challenges  involve  the  accumulated  debt 
overhang  of  state-owned  enterprises  (SOEs)  and  the  huge  burden  this 
places  on  reform  of  banking  systems,  lingering  state  commitments  to 
prop  up  inefficient  SOEs,  and  upward  demographic  pressures  on 
social  expenditures,  in  particular  pensions.  The  chief  obstacle  to 
fiscal  soundness  and  sustainable  economic  progress  of  the  Northern 
Tier  countries  today  is  this  "vicious  triangle"  of  residual  state 
enterprise  debt,  unreconstructed  financial  systems,  and  state- 
sponsored  social  services. 

Even  a  country  like  Hungary,  which  has  attracted  over  $8 
billion  of  direct  foreign,  must  grapple  with  these  tough  issues. 
Hungary's  ability  to  issue  bonds  and  draw  on  foreign  capital  to 
finance  its  growing  national  budget  deficits  will  soon  reach  its 

limits. 

To  boost  state  revenue,  implementation  and  completion  of 
mass  privatization  programs  is,  of  course,  imperative.  USAID  is 
also  targeting  its  technical  assistance  to  help  these  countries 
resolve  the  issue  of  enterprise  indebtedness,  restructure  their 
banking  sectors  and  define  new,  fiscally  viable  social  contracts. 


(2)  The  Southern  Tier.  Second,  in  FY  1996,  we  would 
target  about  $148  million  at  support  for  emerging  market  reform  and 
social  sector  restructuring  in  the  Southern  Tier.  After  slow 
starts  and  mixed  policy  signals,  Romania,  Bulgaria,  Albania  and, 
potentially,  FYROM  are  on  the  verge  of  launching  comprehensive 
reforms.  Romania  and  Albania  are  complying  with  tough  IMF  economic 
reform  programs.  The  results  are  evident  in  their  economic  growth 
rates  and,  particularly  in  Romania,  the  rapid  turnaround  in  its 
economy  since  it  launched  serious  fiscal  and  monetary  reforms. 
Macedonia  has  negotiated  a  program  with  the  IMF  scheduled  to  go 
before  the  IMF  Board  in  early  May.  Bulgaria  signed  onto  an  IMF 
program,  but  it  fell  out  of  compliance  and  is  now  negotiating  a 
revised  program. 

With  the  exception  of  FYROM,  all  of  the  Southern  Tier 
countries  have  turned  the  corner  toward  real  economic  growth  after 
several  years  of  steep  production  decline.  It  is  imperative  that 
this  new  momentum  not  be  lost.  Well  targeted  assistance  will 
strengthen  the  hand  of  reformers  and  help  these  countries  stay  the 
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course  of  systemic  transformation. 


(3)  Deepening  Democratic  Reform.  Third,  we  propose  to 
reserve  about  $67  million  in  FY  1996  for  expanded  programs  to 
deepen  democratic  institutions  region-wide.  At  a  time  of  growing 
social  anxieties  and  the  emergence  of  nationalist-oriented 
political  parties,  it  is  imperative  to  reinforce  democratic 
institutions  to  ensure  that  partisan  activity  and  dissent  remain 
within  the  framework  of  a  system  based  on  pluralism  and 
participation. 

Recent  events  relating  to  freedom  of  the  media  in 
Slovakia  remind  us  of  the  fragility  of  the  new  democratic  habits. 
One  of  our  priorities  is  to  strengthen  independent  media  throughout 
the  Central  European  countries.  Significant  progress  has  been  made 
in  the  print  media  across  many  countries,  but  even  here  the  threat 
of  capricious  tax  policies  —  as  threatened  in  Slovakia  —  could 
silence  a  vibrant  press.  Broadcast  media  also  remain  particularly 
vulnerable  to  state  control  and  reguire  greater  attention.  We  know 
from  our  own  experience  that  an  active  Fourth  Estate  is  one  of  the 
most  effective  checks  on  both  government  power  and  demagoguery. 

Another  key  dimension  of  our  effort  to  reinforce 
democratic  reform  is  support  for  local  self-government  as  a  means 
of  combatting  centralization.  Municipal  governments  will  often 
afford  people  with  their  most  direct  contact  with  democracy.  A 
mayor's  ability  to  do  the  basics  —  collect  trash,  make  trolleys 
run,  deliver  heat  —  will  shape  people's  opinions  on  whether  to 
support  democracy.  Yet  the  challenge  for  most  local  officials  is 
daunting.  Former  state  subsidies  for  municipalities  have  generally 
been  cut.  Tax  systems  are  commonly  biased  against  local 
government.  USAID  technical  assistance  will  continue  to  focus  on 
improving  the  capacity  of  local  governments  to  manage  their  own 
affairs  fiscally  and  programmatically . 

Finally,  crime  is  a  major  issue  fueling  social  anxiety 
and  discontent.  USAID  is  working  with  U.S.  law  enforcement 
agencies,  such  as  the  Department  of  Justice,  the  F.B.I. ,  the 
D.E.A.,  the  I.R.S.,  the  Secret  Service,  and  the  Customs  Service,  to 
provide  integrated  programs  of  rule  of  law  assistance  and  law 
enforcement  training  for  Central  European  counterparts.  The 
approach  is  termed  "integrated"  because  it  is  axiomatic  that,  in  a 
democracy,  law  enforcement  must  be  carried  out  strictly  under  the 
rule  of  law.  USAID 's  forte  is  support  for  the  rule  of  law,  but  our 
FY  1996  reguest  includes  funding  to  be  transferred  to  other  USG 
agencies  directly  involved  in  law  enforcement.  As  a  tangible  step 
in  the  program,  a  new  F.B.I,  regional  training  center  will  be 
inaugurated  next  month  in  Budapest. 
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(4)  Bosnian  Reconstruction  and  Infrastructure  in  tbe 
Balkans.  The  fourth  core  component  of  our  FY  1996  request  is  for 
the  Balkans.  The  Balkan  peninsula  is  laden  with  a  rich  and 
turbulent  history  that  spills  into  the  present. 

In  cooperation  with  our  allies  and  with  other  European 
powers,  the  U.S.  has  a  responsibility  to  help  stabilize  the 
situation  in  Bosnia,  to  open  avenues  of  ethnic  reconciliation,  and 
to  assist  in  reconstruction  wherever  possible.  To  date,  the  U.S. 
has  brought  $800  million  in  humanitarian  assistance  —  much  of  it 
through  airdrops  —  to  bear  on  this  conflict-ridden  land.  We  are 
the  leading  part  of  a  global  effort.  While  we  must  be  prepared  to 
continue  humanitarian  assistance,  we  must  embrace  every  possible 
opportunity  to  promote  reconciliation. 

We  are  requesting  for  Bosnia  an  additional  $80  million  to 
begin  the  massive  rehabilitation  and  reconstruction  activities  so 
desperately  needed  in  war-torn  areas.  There  are  areas  of  Bosnia 
where  relative  peace  and  stability  are  at  hand  and  where  the  year- 
old  Federation  is  struggling  to  take  a  leadership  role.  In  these 
areas  of  Bosnia,  a  demonstration  of  international  support  plus 
evidence  that  rehabilitation  and  income-generating  activities  are 
moving  apace  should  reinforce  the  will  to  peace  and  reconciliation 
and  prevent  the  resumption  of  violence  and  strife.  Funds  for  next 
year  are  intended  to  complement  the  modest  rehabilitation 
activities  begun  this  year  both  in  Sarajevo  and  in  Central  Bosnia 
and  to  catalyze  additional  activities  by  other  donors. 

Clearly,  where  humanitarian  aid  must  prevail,  we  will 
uphold  our  commitments;  but  our  goal  at  this  point  is  also  to 
expand  the  possibilities  for  assistance  to  include  more  enduring 
projects  of  greater  value  to  peaceful  communities. 

We  cannot,  moreover,  take  Bosnia  out  of  the  context  of 
the  Balkans.  A  vital  dimension  to  lasting  stability  in  th*  region 
will  be  the  formation  of  economic  ties  that  create  incentives  for 
commercial  interaction  that  will  break  down  historical  barriers. 
As  the  current  disarray  in  the  region  demonstrates,  lasting  peace 
cannot  be  built  on  the  types  of  political  ukases  that  kept 
Yugoslavia  together  in  the  post-war  period.  Rather,  the  peoples  of 
the  region  must  see  interaction  and  stability  as  contributing  to 
their  self-interests.  For  this  reason,  we  have  proposed  $30 
million  for  a  regional  infrastructure  fund  to  spur  trade  and 
economic  integration  in  the  South  Balkans  region.  This  fund  would 
be  used  to  leverage  multilateral  infrastructure  investments  that 
advance  integration  and  accentuate  the  economic  benefits  of  reduced 
barriers  to  internal  trade.  To  be  sure,  this  alone  will  not  bring 
stability  to  the  Balkans,  but  it  will  make  a  significant  economic 
contribution  to  U.S.  diplomatic  efforts  in  the  region. 
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IV.   OSAID  Management  Reforms 

USAID  is  better  positioned  than  ever  to  promote  U.S. 
national  interests  in  Central  Europe  and  around  the  globe.  In  the 
last  18  months,  USAID  has  put  sweeping  reforms  in  place.  The 
Agency  has  announced  the  closing  of  21  missions,  reduced  total 
staff  from  10,600  to  9,400  people,  begun  to  reduce  project  design 
to  implementation  time  from  27  to  6  months,  started  to  fully 
integrate  state-of-the-art  financial  management  systems,  completed 
an  agency-wide  rightsizing  effort,  and  dramatically  opened  up  its 
procurement  process.  USAID  is  proud  to  be  one  of  the  lead  agencies 
in  Vice  President  Gore's  National  Performance  Review. 

In  my  testimony  before  this  Committee  last  year,  I 
pledged  to  ensure  that  our  assistance  program  for  Central  Europe 
responds  to  evolving  circumstances  in  the  region  and  that  we  would 
maximize  the  impact  of  the  U.S.  tax  dollars  appropriated  to  us. 
Let  me  give  you  some  examples  of  how  we  have  done  on  this  score. 

First,  we  have  directly  tackled  accusations  that  our 
programs  in  Central  Europe  were  scattershot  by  concentrating  our 
efforts  on  programs  that  promote  systemic  change.  The  SEED  Act 
portfolio  we  present  to  you  today  is  sharply  focused,  and  this 
clarity  of  purpose  will  produce  stronger  results. 

•  In  Poland  —  our  largest  and  most  complex  program  —  we 
have  cut  funding  from  about  140  activities  a  few  years  ago  to 
62  activities  in  FY  1995,  and  we  will  consolidate  further  to 
less  than  50  in  FY  1996. 

•  In  Hungary,  we  have  downsized  our  portfolio  from  more  than 
85  funded  activities  in  FY  1993  to  50  activities  in  FY  1995, 
with  further  concentration  planned. 

•  In  Romania,  we  have  downsized  from  85  activities  in  FY  1992 
to  70  in  FY  1993,  and  are  planning  to  retain  60  activities  by 
the  end  of  FY  1995. 

•  As  we  phase  out  of  the  Czech  Republic,  we  have  already  cut 
in  half  the  number  of  funded  activities  —  from  over  100  in  FY 
1992  to  less  than  50  this  fiscal  year  —  and  we  will  focus  on 
less  than  20  in  FY  1996. 


Second,  through  rigorous  annual  country  strategy  reviews, 
we  are  making  sure  that  strategic  priorities  for  each  individual 
country  are  identified  and  endorsed  as  coordinated  USG  policy.  In 
a  number  of  cases  significant  new  country  strategy  directions  were 
called  for  in  order  to  respond  to  evolving  circumstances  in  the 
country. 

•  In  Bulgaria,  our  assessment  of  the  prospects  for  reform  led 
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us  to  revise  our  country  strategy  to  focus  resources  on 
promoting  "bottom-up"  reform.  We  are  building  on  earlier 
small-scale  efforts  to  strengthen  the  capacity  of  local 
governments.  Technical  assistance  to  local  mayors  and  their 
staffs  will  be  significantly  expanded  to  help  improve  the 
efficacy  of  local  government  in  responding  to  the  needs  of 
their  citizens.  Our  privatization  program  targets  these  same 
municipalities,  rather  than  the  central  government. 
Similarly,  our  support  for  private  sector  development  is 
geared  to  small  enterprises,  particularly  in  agribusiness, 
reinforcing  our  efforts  at  the  local  level. 

•  In  Poland,  where  adverse  social  conditions  have  fueled 
resistance  to  further  economic  reform,  and  where  the  fiscal 
consequences  of  poorly  targeted  social  expenditures  threaten 
to  retard  economic  progress,  we  have  focused  on  social  sector 
reform.  Critical  to  this  effort  is  pension  reform, 
particularly  to  create  private  pension  alternatives  that  can 
benefit  from  Poland's  emerging  capital  markets.  We  have  also 
emphasized  mortgages  for  private  housing,  thus  leveraging 
about  $400  million  from  other  donors  and  developing  a  model 
for  housing  finance  that  lifts  this  burden  from  municipal 
government. 

•  In  Slovakia,  which  has  shown  positive  macroeconomic  results 
but  some  disturbing  developments  on  the  democracy  front,  we 
have  shifted  priorities  and  reinforced  support  for 
decentralization  and  the  independent  media.  In  effect,  we 
want  to  bolster  those  elements  of  government  and  civil  society 
that  will  maintain  pressure  for  participatory  democracy. 


Third,  we  have  scrutinized  each  of  our  projects  to  ensure 
that  it  is  focused  on  clearly  defined,  realizable  objectives. 

•  A  review  of  our  Citizens  Democracy  Corps  project  indicated 
that  their  excessively  broad  range  of  activities  precluded 
effective  impact  in  specific  areas.  The  project  was 
reoriented  to  focus  exclusively  on  small  enterprise 
development. 

•  Farmer-to-Farmer  programs  tended  to  lack  focus  on  key 
constraints  in  the  agricultural  sector.  We  have  worked 
collaboratively  with  the  NGOs  involved  to  ensure  that  their 
activities  are  targeted  on  overcoming  impediments  to  sectoral 
growth,  for  example,  by  improving  rural  finance  services  and 
agribusiness  development. 

•  Our  program  to  help  needy  Romanian  children  originally  had 
13-14  grants  assisting  individual  institutions  in  the  daily 
care  of  orphans  and  HIV-infected  children.  We  have  shifted  to 
a  more   systemic   approach   focusing   on   four  key  areas: 
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improvement  of  adoption  laws  and  policy,  management,  training 
of  social  workers,  and  family  planning. 

Fourth,  we  are  improving  our  evaluation  process, 
systematically  obtaining  feedback  from  host-country  counterparts 
and  beneficiaries.  The  lessons  learned  are  being  incorporated  in 
our  programs. 

•  In  the  Farmer-to-Farmer  programs,  we  are  responding  to  the 
valid  criticism  by  counterparts  that  our  technical  advisors  do 
not  stay  long  enough  to  follow  through  on  their  initial 
advice.  Efforts  are  being  made  by  the  NGOs  to  provide 
volunteers  for  longer  tenures  and  follow-up  visits  by  the  same 
volunteers. 

•  We  have  undertaken  a  comprehensive  evaluation  of  all  the 
operating  Enterprise  Funds  in  the  region  to  understand  why 
certain  Funds  have  been  highly  successful,  while  others  have 
encountered  problems. 

Finally,  we  are  attempting  to  maximize  the  impact  of  our 
limited  SEED  Act  resources  by  capitalizing  on  opportunities  to 
leverage  other  donor  and  private  resources. 

•  The  Polish  American  Enterprise  Fund  (PAEF)  has  been  a 
particularly  effective  instrument  in  this  regard.  For 
example,  with  $50  million  from  the  PAEF,  the  Polish  Private 
Equity  Fund,  a  PAEF  subsidiary,  was  able  to  raise  $101  million 
from  the  EBRD,  private  institutional  investors,  and  pension 
funds  —  bringing  the  combined  capital  base  of  the  two  funds 
for  investment  in  Poland  to  $341  million. 

•  We  are  finalizing  a  new  window  under  the  PAEF  that  would 
provide  capital  and  know-how  needed  to  support  the  Polish  Mass 
Privatization  program.  The  plan  is  for  PAEF  to  invest  $15 
million  in  conjunction  with  a  $50  million  investment  from  the 
EBRD.  USAID  will  complement  this  package  by  providing  $10 
million  for  technical  assistance. 

•  In  Bosnia,  a  $3  million  SEED  Act  grant  to  Project  Hope  in 
late  1994  has  leveraged  an  additional  $10  million  in  emergency 
medical  supplies  from  other  donors. 

•  In  Romania,  SEED  Act  assistance  is  supporting  a  new 
National  Mineral  Management  Agency  to  help  attract  foreign 
investment  in  the  petroleum  sector,  and  USAID  technical 
assistance  was  instrumental  in  paving  the  way  for  a  $365 
million  Petroleum  Sector  Loan  from  the  World  Bank. 
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V.   Conclusion 

USAID's  role  in  providing  technical  support  for  the 
transitions  to  market-oriented  democracies  in  Central  Europe  is 
mandated  by  U.S.  national  interests.  It  is  also  limited  by 
prudence  and  necessity.  Mindful  of  the  virtue  of  self-reliance, 
and  constrained  by  domestic  resource  realities,  USAID  has  sought  to 
focus  assistance  on  areas  in  which  we  can  make  the  biggest 
difference  to  the  Central  European  countries  as  a  partner  for 
change. 

The  strategy  of  targeting  the  structural  reforms  that 
lead  to  the  systemic  transformation  of  the  Baltic  countries, 
Poland,  Hungary,  the  Czech  Republic,  Slovenia,  Romania,  Albania, 
Bulgaria,  and  other  Central  European  countries  is  working.  It  is 
the  best  and  most  pragmatic  investment  of  our  foreign  assistance 
resources. 

I  intend  to  continue  sharpening  the  focus  and  integrity 
of  USAID's  programs  throughout  Central  Europe.  We  will  strive  to 
ensure  that  the  post-Communist  transitions  of  the  Central  European 
countries  will  be  durable  and  irreversible,  notwithstanding 
inevitable  detours.  We  will  practice  the  art  of  knowing  when  it  is 
appropriate  to  phase  out  our  programs. 

The  challenge  is  at  times  daunting,  but  there  can  be  no 
doubt  that  the  consequences  of  inaction  would  be  intolerable. 
Having  won  the  Cold  War,  it  is  imperative  that  we  work  together 
with  the  emerging  democracies  of  Central  Europe  to  preserve  peace 
and  build  prosperity. 

Once  again,  Mr.  Chairman  and  Members  of  the  Committee,  I 
appreciate  the  opportunity  to  discuss  the  SEED  program,  and  I  look 
forward  to  your  questions. 
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Question;  Under  the  "Strengthening  Democratic  Institutions" 
overall  area  of  the  SEED  program  we  have  the  following  projects: 

-  "Support  for  Democratic  Institutions," 

-  "Political  Process" 

-  "Local  Government  and  Public  Administration" 

-  "Democratic  Governance  and  Public  Administration" 

-  "Political  and  Social  Process" 

-  "Rule  of  Law" 

-  "Independent  Media" 

The  activities  that  you  might  carry  out  under  the  last  two 
categories  —  "Independent  Media"  and  Rule  of  Law"  —  would 
probably  be  easier  to  define  and  differentiate  from  the  other 
projects.   I  am  not  sure,  however,  that  I  understand  the 
differences  between  the  first  five  projects. 

What  exactly  are  they? 

Why  do  we  need  five  separate  projects  of  this  nature  —  couldn't 
fewer  achieve  the  same  results? 

Answer 

Since  SEED-funded  activities  under  Strengthening  Democratic 

Institutions  were  initiated  in  FY  1990,  program  consolidation  and 

focus  have  evolved.   "Support  for  Democratic  Institutions"  and 

"Political  Process"  no  longer  exist  as  separate  projects. 

Activities  initiated  under  these  projects  have  essentially  been 

completed,  with  the  exception  of  approximately  $635,000  still  to 

be  disbursed  under  grants  to  the  National  Endowment  for  Democracy 

(NED) .   Currently,  assistance  to  strengthen  democratic 

institutions  and  support  a  democratic  orientation  in  the  society 

is  provided  under  the  "Political  and  Social  Process"  project. 
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Similarly,  the  "Local  Government  and  Public  Administration" 
project  has  been  completed.   It  funded  grants  and  cooperative 
agreements  focused  on  strengthening  local  governments.   With  its 
orientation  expanded  to  include  public  administration,  all 
activities  in  this  area  are  implemented  under  the  "Democratic 
Governance  and  Public  Administration"  project. 

Thus,  although  seven  projects  are  listed,  activities  in  three 
have  either  ended  or  are  about  to  end.   There  remain  four 
principal  activities  in  the  Strengthening  Democratic  Institutions 
area: 

Democratic  Governance  and  Public  Administration:   provides 
assistance  to  democratically  elected  governments  at  the 
national,  regional,  and  local  levels  with  emphasis  on 
decentralization  and  support  for  building  mechanisms  of 
local  government  that  are  responsive  to  constituent  rather 
than  central  government  or  party  demands.   Work  with  local 
and  regional  administrations  to  improve  infrastructure  and 
services  to  encourage  respect  for  responsible  governance. 


Rule  of  Law:   The  USG  supports  democracy  and  human  rights 
through  initiatives  such  as  the  administration  of  justice 
program  (rule  of  law)  to  insure  respect  for  the  rule  of  law 
and  accountability.   Current  focus  is  on  law  enforcement 


agencies  and  the  criminal  justice  system.   Assistance  is 
thorough  the  American  Bar  Association  to  judges,  bar 
associations  and  law  schools.   Additionally,  U.S.  law 
enforcement  agencies  are  providing  training  assistance  to 
law  enforcement  agencies  in  countries  of  CEE.   A  regional 
training  assistance  center  will  open  in  Budapest  this  year. 

Political  and  Social  Process:   U.S.  NGOs  work  with  new 
political  institutions  to  familiarize  the  voting  public  with 
the  institutions  of  elections  and  voter  responsibility. 
Work  is  underway  with  political  parties  to  teach  them 
communication  and  organization  skills  to  draw  the  populace 
into  the  voting  process  and  to  do  effective  work  as 
opposition  parties.   Additionally,  work  is  being  done  with 
Parliaments  to  improve  records  keeping  and  the  flow  of 
information.   The  new  Democracy  Network  Initiative  will 
begin  this  year  to  encourage  the  development  of  NGOs  to  form 
basic  building  blocks  in  the  democratic  process. 

Independent  Media:   efforts  are  underway  to  establish  the 
value  of  a  free  and  independent  media  through  training  of 
journalists  in  the  U.S.  and  in  country.   The  assistance  goal 
is  to  instill  in  the  public  a  demand  for  high  guality 
journalism  as  a  basic  tool  of  democracy. 
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FY  1995-96  ASSISTANCE  FOR  CENTRAL  &  EASTERN  EUROPE 
(Budget  Authority  in  $  thousands) 


Program 

USAID:  Assistance  for  Eastern  Europe  &  the  Baltics 

USAID:  PL  480  Title  II 

Export-Import  Bank* 

Overseas  Private  Investment  corp.  (OPIC)* 

Trade  S  Development  Agency  (TDA)* 

U.S.  Information  Agency  (USIA) 

Peace  Corps 

U.S.    Department   of   Agriculture:    PL   480   Title    I 

DOE:    Nuclear   Reactor   Safety   Program 

State   &   DOD:    Partnership   for    Peace 

State   &   DOD:    Baltic   S   European   Peacekeeping 

State   &   DOD:    Central   Europe   Defense   Infrastructure 

State   &   DOD:    International   Military   Education   &   Training 


FY  1995 

FY  1996 

Fundinq 

Request 

359,000 

480,000 

22,438 

0 

38,810 

36,000 

7,000 

5,000 

8,000 

9,000 

24,956. 

# 

22,747. 

* 

17,222. 

# 

17,534. 

* 

19,403 

7,883 

n/a. 

# 

8,764. 

* 

25,000 

75,000 

3,710 

30,000 

1,000 

20,000 

4,300 

7,030 

530,839 

718,958 

Estimates  for  Eximbank,   OPIC  and  TDA  are  contingent  on  demand. 
Note   also   that   Eximbank    is   not   an   assistance   program  per   se. 

Prospective    transfers    from    USAID    are    included    in    the    USAID 
row. 


April    6,    1995 
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Questions  for  the  Record  Submitted  to  Ambassador  Ralph  Johnson 

Question  1.  I  note  that  the  FY  1996  budget  request  includes  an  allocation  of  $60 
million— out  of  the  total  SEED  program  request  of  $480  million — for  reconstruction 
of  Bosnia. 

In  the  absence  of  a  peace  agreement  in  Bosnia,  and  with  the  likelihood  that  full- 
scale  fighting  will  resume  at  any  point,  why  are  you  requesting  this  $60  million? 

What  would  you  plan  to  do  with  these  funds  if  there  is  no  settlement  in  Bosnia 
in  the  course  of  the  coming  year? 

Answer.  Our  request  includes  $20  million  to  continue  assistance  activities  already 
underway  in  support  of  the  Federation  of  Bosnia-Herzegovina,  and  an  additional 
$60  million  to  expand  these  activities  in  areas  such  as  reconstruction  of  essential 
public  infrastructure,  enterprise  development  and  privatization,  education  and 
training,  and  media  development.  Even  without  a  nation-wide  peace  agreement,  we 
would  expect  to  use  a  significant  portion  of  the  $80  million  for  rehabilitation  and 
reconstruction  activities  that  promote  ethnic  reconciliation. 

There  are  areas  of  the  country,  particularly  in  central  Bosnia,  where  relative 
peace  exists  and  small  rebuilding  programs  are  already  underway.  Proceeding  with 
and  supporting  income-generating  activities  and  infrastructure  repair  are  important 
ways  to  help  strengthen  what  is  admittedly  tenuous  peace.  The  absence  of  attention 
to  these  areas  by  the  U.S.  and  other  donors  will  permit  a  leadership  vacuum  that 
emboldens  the  radical  elements. 

If  the  situation  deteriorates  and  fighting  escalates,  the  majority  of  the  requested 
resources  would  be  applied  as  needed  to  emergency  humanitarian  needs.  Naturally, 
we  would  consult  closely  with  Congress  on  the  expenditure  of  these  funds. 

Question  2.  Under  the  SEED  program,  you  have  already  commenced  to  fund  rec- 
onciliation work  in  support  of  the  Muslim-Croat  Federation  in  Bosnia,  at  about  $20 
million  in  FY  1995  funds,  if  I  am  not  mistaken. 

What  are  your  plans  to  continue  that  work? 

Is  funding  for  that  type  of  effort  contained  in  the  $60  million  request  for  support 
for  Bosnian  reconstruction  contained  in  the  FY  1996  budget  request?  or  is  it  con- 
tained elsewhere  in  your  allocations  for  FY  1996  SEED  funding? 

If  it  is  part  of  the  $60  million  request  for  Bosnian  reconstruction  in  FY  1996  and 
you  do  not  receive  Congressional  approval  for  the  $60  million,  how  much  would  you 
request  to  continue  that  reconciliation  work? 

Answer.  We  plan  to  continue  the  reconstruction  and  reconciliation  work  begun  in 
central  Bosnia  in  FY  1995  at  the  $20  million  level,  and  expand  that  work  as  much 
as  additional  FY  1996  resources  permit.  Our  FY  1996  funding  request  for  Bosnia- 
Herzegovina  is  $80  million,  consisting  of  $20  million  for  a  continuation  of  the  work 
begun  in  FY  1995,  and  an  additional  $60  million  to  expand  this  work  and  help  le- 
verage other  donor  resources  for  the  massive  task  of  Bosnian  reconstruction  and 
ethnic  reconciliation.  Without  adequate  new  budget  support  of  rehabilitation  and  re- 
construction in  Bosnia,  we  would  do  our  utmost  to  work  within  existing  budget  pa- 
rameters. However,  we  could  not  help  but  fall  short  of  our  intentions  to  bring  some 
hope  and  relief  to  areas  of  Bosnia  struggung  to  rebuild  and  mitigate  the  worst  ef- 
fects of  ethnic  discord. 

Question  3.  Please  break  down  for  us  your  plans  for  the  $246  million  you  have 
requested— out  of  the  total  FY  1996  SEED  budget  request  of  $480  million— for 
"transition  to  a  market  economy." 

How  would  that  total  be  split  up  among  the  various  projects  included  under  the 
heading  of  "Economic  Restructuring?'' 

How  much  of  that  would  go  to  further  fund  the  activities  of  Enterprise  Funds  in 
Eastern  Europe? 

Answer.  Specific  project  figures  for  FY  1996  are  currently  being  determined 
through  discussions  among  USAID  field  staff,  USAID/Washington,  and  the  State 
Department.  The  activities  receiving  funding  under  the  FY  1996  "Economic  Restruc- 
turing" line  item  include  privatization,  development  of  the  legal  and  regulatory 
framework  for  the  private  sector,  financial  sector  restructuring,  management  train- 
ing, agricultural  sector  restructuring,  small  and  medium  enterprise  development, 
energy  efficiency,  and  enterprise  funds  in  Poland,  Bulgaria,  the  Baltics,  Romania 
and  Albania.  (We  estimate  that  the  FY96  funding  requirement  of  the  Enterprise 
Funds  will  be  approximately  $53  million). 

The  SEED  Act  implementation  report  submitted  to  Congress  in  January  gives  his- 
torical programmatic  breakouts  and  is  a  useful  benchmark  for  future  spending. 

Question  4.  Please  break  down  for  us  your  plans  for  the  $101  million  you  have 
requested— out  of  the  total  FY  1996  SEED  budget  request  of  $480  million— for  "so- 
cial sector  restructuring  and  humanitarian  relief." 
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How  much,  if  any  of  this  amount  will  go  to  assist  with  refugee  relief  in  the  coun- 
tries of  Eastern  Europe? 

Answer.  Specific  project  figures  for  FY  1996  are  currently  being  determined 
through  discussions  among  USAID  field  staff,  USAID/Washington,  and  the  State 
Department.  The  activities  receiving  funding  under  the  FY  1996  budget  request  for 
"Social  Sector  Restructuring  and  Humanitarian  Relief"  include  humanitarian  grants 
through  nongovernmental  organizations,  emergency  rehabilitation  in  Bosnia,  em- 
ployment ana  social  safety  net  projects,  housing  sector  assistance,  family  planning, 
promotion  of  health  markets,  health  partnerships,  and  improved  environmental 
management  in  the  public  and  private  sectors. 

Refugee  relief  is  not  the  focus  of  SEED-funded  assistance;  the  State  Department's 
Office  of  Refugee  Programs  maintains  primary  responsibility  in  this  area.  Neverthe- 
less, some  SEED-funded  activities,  such  as  the  Trauma,  Social  Welfare  and  Human- 
itarian Assistance  project,  and  some  aspects  of  the  Bosnia  Emergency  Rehabilitation 
project,  do  benefit  returning  refugees  and  displaced  persons. 

Question  5.  Please  break  down  for  us  your  plans  Tor  the  $73  million  you  have  re- 
quested—out of  the  total  FY  1996  SEED  budget  request  of  $480  million— for  the 
transition  to  democracy." 

Answer.  Specific  project  figures  for  FY  1996  are  currently  being  determined 
through  discussions  among  USAID  field  staff,  USAID/Washington,  and  the  State 
Department.  The  activities  receiving  funding  under  the  FY  1996  'Transition  to  De- 
mocracy" line  item  include  improved  public  administration  and  local  government, 
rule  of  law,  political  and  social  process,  development  of  independent  media,  and  sup- 
port for  indigenous  nongovernmental  organizations. 

Question  6.  You  seem  to  have  fifteen  or  sixteen  sectors  within  the  three  overall 
areas  of  "Strengthening  Democratic  Institutions,"  "Economic  Restructuring,"  and 
"Improving  the  Quality  of  Life."  Under  the  FREEDOM  Support  Act  program  for  the 
states  of  the  former  Soviet  Union,  we  have  something  like  thirteen  such  sectors. 

Why  is  the  SEED  program  organized  differently  from  the  FREEDOM  support  pro- 
gram in  this  respect? 

Answer.  The  differences  in  the  organization  of  the  SEED  and  FREEDOM  Support 
Act  portfolios  are  mainly  a  result  of  the  programs  having  started  at  different  times 
under  separate  pieces  of  legislation,  and  being  managed  initially  through  two  sepa- 
rate organizational  units.  In  fact,  the  content  of  the  SEED  and  FREEDOM  Support 
Act  programs  are  very  similar. 

When  the  SEED  program  began  in  1989  and  1990,  USAID  and  the  State  Depart- 
ment decided  to  use  a  new  approach,  relying  heavily  on  Washington-based  regional 
projects  to  undertake  the  economic  restructuring,  democracy  building,  and  social 
sector  programs  mandated  by  the  SEED  Act  because  this  approach  offered  a  way 
to  get  assistance  on  the  ground  quickly.  At  that  time,  we  defined  a  "project"  to  be 
at  a  sub-sector  level,  for  example  disaggregating  environmental  activities  into  those 
focused  on  the  public  sector  role  (the  "Improved  Public  Sector  Environmental  Serv- 
ices" project)  and  those  focused  on  helping  privatized  or  privatizing  firms  reduce 
their  negative  environmental  impact  (the  Environmental  Initiatives"  project).  For 
simplicity  of  presentation,  we  have  re-aggregated  the  projects  in  a  particular  sec- 
toral area,  such  as  the  environment,  resulting  in  the  fifteen  sectors  to  which  you 
referred.  Many  of  these  "sectors"  directly  correspond  to  N1S  projects:  health,  hous- 
ing, environment,  human  resources,  energy.  In  a  few  cases,  such  as  democracy,  we 
differentiate  two  sectors  in  the  SEED  program.  It  could  have  been  aggregated  fur- 
ther into  one  "democracy  sector,  which  would  have  made  it  correspond  directly  to 
the  NIS  democracy  project.  The  difference,  then,  is  one  of  levels  of  disaggregation 
by  which  we  describe  the  program,  not  its  content. 

The  NTS  program  began  in  1991,  and  benefited  from  the  experience  USAID  and 
the  State  Department  had  gained  from  the  SEED  program.  NIS  projects  were  de- 
fined at  the  sector  level,  so  that  only  one  environment  project  was  established,  for 
example.  While  this  made  the  NIS  program  easier  to  present  and  manage,  it  did 
not  represent  a  departure  from  the  content  of  the  SEED  program.  Sub-components 
under  the  NIS  project  roughly  correspond  to  the  projects  in  the  SEED  program. 

Since  USAID  created  the  Bureau  for  Europe  and  the  Hew  Independent  States  in 
1994,  a  common  system  for  managing  for  results  under  the  SEED  Act  and  the 
FREEDOM  Support  Act  is  being  established.  Under  this  common  system,  all  ENI 
programs  will  contribute  to  achieving  one  of  14  strategic  objectives  within  the  eco- 
nomic restructuring,  democracy,  and  social  sector  areas. 

Question  7.  Under  the  "Strengthening  Democratic  Institutions"  overall  area  of  the 
SEED  program  we  have  the  following  projects: 

— "Support  for  Democratic  Institutions, 

— "Political  Process" 

— "Local  Government  and  Public  Administration" 
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— "Democratic  Governance  and  Public  Administration" 
— "Political  and  Social  Process" 
— "Rule  of  Law" 
— "Independent  Media" 

The  activities  that  you  might  carry  out  under  the  last  two  categories — "Independ- 
ent Media"  and  Rule  of  Law  — would  probably  be  easier  to  define  and  differentiate 
from  the  other  projects.  I  am  not  sure,  however,  that  I  understand  the  differences 
between  the  first  five  projects. 
What  exactly  are  they? 

Why  do  we  need  five  separate  projects  of  this  nature — couldn't  fewer  achieve  the 
same  results? 

Answer.  Since  SEED-funded  activities  under  Strengthening  Democratic  Institu- 
tions were  initiated  in  FY  1990,  program  consolidation  and  focus  have  evolved. 
"Support  for  Democratic  Institutions"  and  "Political  Process"  no  longer  exist  as  sepa- 
rate projects.  Activities  initiated  under  these  projects  have  essentially  been  com- 
pletea,  with  the  exception  of  approximately  $635,000  still  to  be  disbursed  under 
grants  to  the  National  Endowment  for  Democracy  (NED).  Currently,  assistance  to 
strengthen  democratic  institutions  and  support  a  democratic  orientation  in  the  soci- 
ety is  provided  under  the  "Political  and  Social  Process"  project. 

Similarly,  the  "Local  Government  and  Public  Administration"  project  has  been 
completed.  It  funded  grants  and  cooperative  agreements  focused  on  strengthening 
local  governments.  With  its  orientation  expanded  to  include  public  administration, 
all  activities  in  this  area  are  implemented  under  the  "Democratic  Governance  and 
Public  Administration"  project. 

Thus,  although  seven  projects  are  listed,  activities  in  three  have  either  ended  or 
are  about  to  end.  There  remain  four  principal  activities  in  the  Strengthening  Demo- 
cratic Institutions  area: 
— Democratic  Governance  and  Public  Administration:  provides  assistance  to  demo- 
cratically elected  governments  at  the  national,  regional,  and  local  levels  with 
emphasis  on  decentralization  and  support  for  building  mechanisms  of  local  gov- 
ernment that  are  responsive  to  constituent  rather  than  central  government  or 
party  demands.  Work  with  local  and  regional  administrations  to  improve  infra- 
structure and  services  to  encourage  respect  for  responsible  governance. 
— Rule  of  Law:  The  USG  supports  democracy  and  human  rights  through  initia- 
tives such  as  the  administration  of  justice  program  (rule  oT  law)  to  insure  re- 
spect for  the  rule  of  law  and  accountability.  Current  focus  is  on  law  enforcement 
agencies  and  the  criminal  justice  system.  Assistance  is  thorough  the  American 
Bar  Association  to  judges,  bar  association  and  law  schools.  Additionally,  U.S. 
law  enforcement  agencies  are  providing  training  assistance  to  law  enforcement 
agencies  in  countries  of  CEE.  A  regional  training  assistance  center  will  open  in 
Budapest  this  year. 
— Political  and  Social  Process:  U.S.  NGO's  work  with  new  political  institutions  to 
familiarize  the  voting  public  with  the  institutions  of  elections  and  voter  respon- 
sibility. Work  is  underway  with  political  parties  to  teach  them  communication 
and  organization  skills  to  draw  the  populace  into  the  voting  process  and  to  do 
effective  work  as  opposition  parties.  Additionally,  work  is  being  done  with  Par- 
liaments to  improve  records  keeping  and  the  flow  of  information.  The  new  De- 
mocracy Network  Initiative  will  begin  this  year  to  encourage  the  development 
of  NGO's  to  form  basic  building  blocks  in  the  democratic  process. 
— Independent  Media:  efforts  are  underway  to  establish  the  value  of  a  free  and 
independent  media  through  training  of  journalists  in  the  U.S.  and  in  country. 
The  assistance  goal  is  to  instill  in  the  public  a  demand  for  high  quality  journal- 
ism as  a  basic  tool  of  democracy. 
Question  8.  Under  the  overall  area  of  "Economic  Restructuring,"  you  have  both  a 
project  in  "Restructuring  Agriculture  and  Agribusiness"  and  "Agriculture  Develop- 
ment Program"  in  Albania  and  Romania. 
Have  you  discontinued  the  separate  programs  in  Albania  and  Romania? 
If  not,  why  are  they  separate  from  the  other  project  listing? 

Answer.  There  have  been  two  phases  of  assistance  to  these  countries.  The  first 
phase  consisted  of  emergency  commodity  import  programs  in  support  of  the  emerg- 
ing private  fertilizer  sub-sector  in  Albania,  and  the  private  livestock  feed  sub-sector 
in  Romania.  We  were  able  to  move  quickly  through  the  Bureau's  regional  "Restruc- 
turing Agriculture  and  Agribusiness  Project  180-0024.  These  expedited  emergency 
programs  ended  in  April,  1993,  and  were  followed  by  the  second  phase  country-spe- 
cific "Agriculture  Development  Programs"  Project  180-0046  in  Albania  and  Project 
180-0048  in  Romania.  In  summary,  the  "Agriculture  Development  Programs  in 
both  countries  are  a  follow-on  to  the  first  phase  emergency  programs.  The  programs 
are  sequential  and  separate  only  in  title  and  project  numbers. 
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Question  9.  Under  the  overall  area  of  "Improving  the  Quality  of  Life,"  you  have 
projects  in  "Environmental  Initiatives,"  "Improved  Public  Sector  Environmental 
Services,"  and  ^Environmental  Training." 

What  is  the  distinction  between  these  projects? 

Why  aren't  they  consolidated  into  one  project? 

Answer.  The  Environmental  Initiatives  Program  is  the  initial  umbrella  environ- 
ment program  for  the  Central  and  Eastern  European  region. 

It  was  developed  to: 

start  the  Congressionally  mandated  activities  to  improve  air  and  water  qual- 
ity in  Krakow,  Poland; 

— establish  and  support  the  Regional  Environment  Center  in  Budapest; 

— undertake  initial  training  and  non-government  organization  strengthening  ef- 
forts, which  led  to  the  Environment  Training  Project; 

— establish  a  private  sector-public  sector  partnership  with  U.S.  industry  for  pollu- 
tion prevention; 

— provide  monitoring  and  management  oversight  for  the  program. 

The  pollution  prevention  and  monitoring  functions  are  still  active,  while  all  other 
activities  have  been  fully  funded  or  shifted  to  the  other  projects. 

The  Improved  Public  Sector  Environmental  Services  Project  was  developed  to 
focus  specifically  on  activities  to  strengthen  government  capability,  promote  regional 
cooperation,  and  foster  environmental  investments  to  reduce  threats  to  human 
health  and  promote  natural  resources  management  and  biodiversity  conservation.  It 
is  the  lead  project  in  the  program.  The  number  of  activities  currently  underway  is 
being  reduced,  three  activities  will  be  concluded  with  FY  96  funding,  and  the  re- 
maining activities  will  be  focused  on  implementation  of  the  multi-donor-CEE  and 
NIS  agreement  for  an  Environmental  Action  Program  for  the  region. 

The  Environment  Training  Project  was  set  up  as  an  efficient  means  to  support 
training  for  the  public  sector,  private  sectorl  and  non-governmental  organizations 
(NGO)  Its  function  is  to  provide  support  to  the  two  other  projects  as  well  as  under- 
take training  which  could  not  be  readily  addressed  in  other  projects.  Ho  other  envi- 
ronment projects  support  private  sector  or  HGO  training.  This  project  is  being 
phased  out  in  selected  countries  and  the  majority  of  activities  will  end  in  1997. 

Question  10.  When  we  got  into  the  business  of  providing  assistance  for  the  trans- 
formation of  communist  governments  and  economies,  the  general  focus  in  both  the 
SEED  and  FREEDOM  Support  programs  was  on  market  transformation  and  democ- 
ratization. Those  two  overall  areas  still  seem  to  be  the  objectives  around  which  the 
Congress  rallies  when  it  looks  at  those  two  programs. 

Although  having  a  focus  on  "Improving  the  Quality  of  Life"  in  Eastern  Europe  is 
understandable  for  humanitarian  reasons,  how  exactly  does  obligating  $95.9  million 
for  environmental  projects  and  $46.4  million  for  health  projects  over  the  life  of  the 
SEED  program  tlo  date  help  us  focus  on  the  most  pressing  problems  of  democra- 
tization and  market  transformation? 

Why  have  these  things  been  carried  out  with  SEED  assistance  funds  rather  than 
seeking  to  have  an  international  organization  or  financial  institution  carry  forward 
with  that  work — or  an  AID  global  program,  where  that  is  possible? 

Answer.  While  our  programs  in  health  and  the  environment  do  have  humani- 
tarian benefits,  their  primary  purpose  has  been  assisting  the  transition  to  democ- 
racy and  free  markets. 

In  the  health  sector,  our  assistance  has  helped  Central  European  countries  reform 
inefficient,  low-quality,  state-dominated  health  care  systems,  introducing  modern 
management  techniques  and  technologies  to  hospitals  and  other  health  care  facili- 
ties. The  financial  burden  of  communist-era  health  care  systems  is  tremendous  on 
governments  struggling  to  maintain  fiscal  discipline.  The  main  thrust  of  SEED-sup- 
ported  health  programs  is  (1)  to  increase  decentralization  of  management  and  ac- 
countability of  health  care  services  so  that  they  are  more  responsive  to  the  needs 
of  the  population,  and  (2)  to  increase  the  efficiency  and  quality  of  health  care  sys- 
tems so  that  they  make  better  use  of  scarce  resources  and  assure  sustainability. 

Our  environmental  programs  have  helped  improve  the  ability  of  government  and 
the  private  sector  to  pursue  environmentally  sound  restructuring  of  Key  sectors  and 
enterprises.  These  programs  have  resulted  in  cost  savings  for  firms  over  the  long- 
run  through  more  efficient  use  of  resources,  as  well  as  improved  human  health  con- 
ditions. In  addition,  our  work  with  grassroots  environmental  NGO's  has  strength- 
ened their  ability  to  participate  in  the  political  process. 

We  have  used  SEED  resources  to  undertake  these  programs  because  they  clearly 
fall  within  the  mandate  provided  by  the  SEED  Act,  and  because  we  believe  they  are 
important  components  of  assistance  to  the  democratic  and  market  transformation. 

Regarding  the  use  of  international  organizations  and  USAID  Global  Bureau  pro- 
grams, we  do  look  to  use  those  mechanisms  when  appropriate.  However,  because  the 


U.S.  has  world-class  expertise  in  the  environmental  and  health  sectors,  we  often 
choose  to  work  through  U.S.  agencies,  such  as  the  Environmental  Protection  Agen- 
cy, U.S.  environmental  NGO's  and  technical  experts,  and  American  hospitals  and 
health  care  institutions. 

Attention  to  quality  of  life  issues,  including  dealing  with  the  social  impact  of  eco- 
nomic reform,  has  proved  to  be  even  more  important  than  perhaps  Congress  or  the 
Administration  initially  recognized.  In  many  Central  European  countries,  the  per- 
ceived failure  of  reform-minded  governments  to  address  the  human  dimension  of  re- 
form has  contributed  to  these  governments'  loss  of  power  in  subsequent  elections. 

Question  11.  When  the  Bush  Administration  began  implementing  the  SEED  pro- 
gram, it  was  expected  that  this  would  be  a  transitional  program  ending  in  five 
years — in  other  words,  by  FY  1994  or  1995  at  the  latest.  Now  we  are  looking  at  a 
FY  1996  budget  request  that  is  bigger  than  ever  before,  and  still  we  are  told  that 
the  program  will  phase  out — that  it  is  indeed  already  shutting  down  in  places  like 
the  Czech  Republic  and  Estonia. 

When  will  the  last  appropriation  request  be  submitted  for  SEED  under  current 
plans? 

Why  should  we  accept  the  contention  that  the  program  will  end  at  that  point — 
what  is  different  today  than  in  1989-90? 

Answer.  As  noted  in  my  testimony,  when  the  SEED  program  was  first  enacted 
in  1989,  it  was  directed  towards  three  countries:  Poland,  Hungary  and  Czecho- 
slovakia. SEED  assistance  was  later  extended  to  other  countries  of  Central  and 
Eastern  Europe.  Of  the  original  recipients,  the  Czech  Republic  is  scheduled  to  grad- 
uate from  the  program  after  FY  1996,  and  Poland  and  Hungary  are  candidates  for 
the  beginning  of  a  phase  down  in  assistance  in  the  near  future.  Estonia  will  be 
graduating  at  the  end  of  FY  1995.  We  expect  to  be  announcing  additional  graduates 
during  the  course  of  the  coming  year.  In  Southern  Europe,  which  lags  Northern  Eu- 
rope in  the  process  of  reform,  the  need  for  our  assistance  is  growing,  and  the  time- 
frame for  our  assistance  is  therefore  longer.  So  while  the  program  is  lasting  longer 
than  had  earlier  been  anticipated,  it  is  also  now  involved  with  countries  which  start- 
ed later  and  from  a  much  lower  base. 

Nevertheless,  even  in  Southern  Europe,  the  SEED  program  is  a  transitional  pro- 
gram, and  there  are  good  prospects  that  SEED-assisted  countries  will  continue  to 
progress  along  a  path  of  political  and  economic  reform  toward  graduation  from  the 
program,  most  of  them  by  the  end  of  the  decade.  What  has  changed  in  the  countries 
which  are  graduating  from  our  program  is  that  their  movement  toward  democratic 
and  market  systems,  while  not  necessarily  complete,  is  on  a  path  which  we  believe 
will  prove  sustainable. 

Question  12.  The  Fiscal  Year  1994  annual  report  on  the  SEED  program  states 
that:  "In  1994,  U.S.  assistance  facilitated  breakthroughs  in  improving  the  business 
climate,  local  government,  the  rule  of  law  and  other  significant  sectors  .  .  ." 

What  exactly  were  these  breakthroughs? 

Answer.  U.S.  assistance  is  effectively  promoting  change  from  the  top  down  and 
the  bottom  up.  We  are  stimulating  systemic  political  and  economic  changes,  and 
strengthening  grassroots  movements  to  sustain  change.  The  following  are  examples 
of  successful  reform  programs  that  the  USG  has  actively  supported. 

MARKET  TRANSITION 

SEED  assistance  with  privatization  and  new  business  start-up  have  contributed 
to  private  sector  growth.  An  estimated  65  percent  of  Czech  GDP  is  now  produced 
in  the  private  sector.  The  new  private  sectors  of  Hungary,  Poland,  Slovakia,  Estonia, 
Latvia,  Lithuania,  and  Albania,  each  produce  about  50-55  percent  of  GDP. 

Our  assistance  has  empowered  a  wide-range  of  Central  Europeans  to  participate 
in  and  benefit  from  privatization.  In  Poland,  American  advisors  helped  structure  the 
$4  billion  Polish  Mass  Privatization  Program  of  450  state-owned  structures,  which 
will  enable  25  million  Poles  to  purchase  shares  in  new  private  businesses.  In  Esto- 
nia, our  assistance  to  the  Ministry  of  Economy,  helped  create  a  system  of  automated 
vouchers  that  will  allow  residents  to  participate  in  public  housing  sales.  Poland,  Al- 
bania and  Slovakia,  with  USATD  assistance,  have  enacted  housing  privatization  re- 
form permitting  tenants  to  buy  housing  that  was  almost  exclusively  owned  by  the 
State.  In  Albania  alone,  over  97  percent  of  its  housing  stock  is  now  in  private  hands. 
In  Hungary,  we  helped  develop  a  mechanism  for  employee  stock  ownership  plans 
(ESOPS).  By  mid-1994,  168  companies  had  been  privatized  though  ESOPS,  ena- 
bling ownership  to  50,000  employees.  In  the  Czech  Republic,  a  USAID  advisory 
team  at  the  Czech  Ministry  of  Privatization  helped  close  more  than  120  deals  with 
foreign  investors — representing  over  $1.9  billion  in  foreign  investment. 
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Enterprise  funds,  established  to  provide  credit  and  equity  investments  in  private 
business  in  Poland,  Hungary,  the  Czech  and  Slovak  Republics,  Bulgaria,  the  Baltics, 
Romania  and  Albania,  have  resulted  in:  $314  million  in  investments  and  loans  for 
3,471  enterprises;  an  estimated  21,000  jobs  sustained  and  another  11,000  jobs  cre- 
ated; and  over  $60  million  in  earnings.  The  Funds'  role  in  developing  small  and  me- 
dium-sized lending  programs  is  extensive. 

In  Romania,  more  than  5,000  small-and  medium-sized  companies,  which  received 
technical  assistance  from  SEED- financed  business  development  programs,  are  now 
in  the  forefront  of  a  new  private  business  sector. 

Approximately  1,000  private  and  public  sector  legal  practitioners  throughout  the 
region,  of  which  40  percent  are  women,  are  applying  commercial  legal  skills  ac- 
quired through  SEED-sponsored  training. 

The  SEED  program  is  helping  the  region's  decision-makers  continue  the  imple- 
mentation of  market  reforms.  For  example,  in  Hungary,  the  recently  appointed  Min- 
ister of  Finance,  Dr.  Lajos  Bokros,  was  among  the  first  Hungarians  to  receive 
USAID  training.  He  attended  a  privatization  seminar  in  1989,  and  on  his  return  to 
Hungary,  was  appointed  to  the  Board  of  the  newly  created  State  Property  Agency. 
He  later,  travel  led  to  the  U.S.  for  a  Security  and  Exchange  Commission  Conference 
on  securities  market  development,  under  USAID  auspices.  At  that  time  Dr.  Bokros 
was  President  of  the  Budapest  Stock  Exchange,  and  played  a  key  role  in  expanding 
private  ownership  of  formerly  state-owned  enterprises.  Dr.  Bokros  also  served  as  a 
member  of  the  board  of  directors  of  the  Hungarian-American  Enterprise  Fund. 

SEED  funded  agriculture  sector  grants  have  contributed  to  private  sector  develop- 
ment through  the  region.  In  Albania,  agricultural  production  has  been  revitalized 
with  USAID  assistance  and  has  contributed  to  the  country's  attainment  of  the  high- 
est rate  of  GDP  growth  in  the  region.  Agribusiness  and  marketing  activities  have 
emphasized  opportunities  for  Albanian  women  with  more  than  3900  female  farmers 
trained. 

Hundreds  of  commercial  and  central  bank  officers  have  been  trained  in  Poland, 
the  Baltics,  Hungary,  Slovakia  and  Czech  Republic,  Romania  and  Bulgaria,  which 
in  turn  has  improved  banking  oversight  and  facilitated  commercial  bank  privatiza- 
tion. In  Poland  alone  over  450  bankers  have  been  trained  and  the  National  Bank 
of  Poland  has  been  able  to  improve  its  supervision  of  over  1,700  banks. 

The  SEED  program  is  helping  Czech  cities  and  towns  to  finance  municipal  infra- 
structure on  market-based  principles,  by  obtaining  loans  from  Czech  Banks  on  com- 
mercial terms  under  an  approved  Housing-Guarantee  (HG)  Program.  In  Poland,  the 
first  1100  market-based  mortgages  have  been  made  available  to  private  citizens 
through  another  HG  program  that  will  affect  construction  of  1500  units. 

Our  energy  efficiency  programs  have  demonstrated  the  immediate  benefits  of  new 
technologies.  USAID  energy  advisors  trained  over  20  local  private  companies  in 
Hungary,  Bulgaria  and  Romania  in  how  to  develop  energy  efficiency  businesses  and 
demonstrated  equipment  at  over  40  plants  in  the  region  for  an  estimated  savings 
of  $16  million.  Energy  Efficiency  Centers  have  been  established  in  Bulgaria,  Poland 
and  the  Czech  Republic  and  integrated  powerplanning  has  been  adopted  in  such 
countries  as  Poland  and  Bulgaria. 

In  terms  of  cost  savings,  the  impact  of  SEED-funded  environmental  assistance  is 
considerable  and  multiplying.  Through  waste  minimization  programs  at  industrial 
facilities,  plants  have  already  saved  over  $17  million  throughout  the  region  as  a  re- 
sult of  waste  recycling,  resource  conservation  and  reduction  in  payments  for  pollu- 
tion-fees and  fines.  Policy  changes  as  a  result  of  USAID-funded  advice  range  from 
an  environmental  impact  assessment  law  in  the  Czech  Republic  and  Slovakia  to  an 
auto  fuel  tax  to  reduce  carbon  monoxide  emissions  in  Budapest. 

The  high  cost  of  energy  and  environment  infrastructure  have  made  it  important 
to  use  SEED-funded  grants  to  leverage  capital  financing  available  from  other  inter- 
national and  bilateral  donors  to  ensure  maximum  benefit  to  host  countries  in  both 
the  environment  and  energy  sectors  programs.  For  instance,  USAID  advisors  de- 
signed a  petroleum  sector  rehabilitation  project  for  Romania  that  leveraged  $380 
million  in  World  Bank  financing  for  oil  and  gas  reform. 

BUILDING  DEMOCRACY 

Solid  progress  has  been  made  in  developing  competitive  and  fair  political  proc- 
esses, particularly  free  and  fair  elections  as  evidenced  by  recent  parliamentary  and 
presidential  elections.  In  1994,  USAID  contributed  to  the  emergence  of  new  centrist 
parties  in  Bulgaria,  and  in  Albania  vigilant  election  monitoring  of  by-elections  ex- 
posed and  put  an  end  to  abuses. 
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SEED  funding  has  also  contributed  to  the  development  of  legislatures.  Through 
the  Library  of  Congress,  parliaments  in  eight  countries  have  established  research 
and  information  systems. 

With  SEED  funding,  motivated  citizens  throughout  Romania  formed  the  Pro-De- 
mocracy Association  (PDA),  a  civic  education  organization  which  has  become  one  of 
the  premier  non-governmental  organization  in  establishingpublic  trust  and  encour- 
aging citizens'  communications  with  their  elected  officials.  Through  a  national  trans- 
parency campaign  which  PDA  supported,  public  access  to  draft  laws  in  parliament 
has  been  assured.  While  two  years  ago,  members  of  parliament  often  did  not  recog- 
nize the  value  of  constituent  outreach,  today  they  do. 

In  Slovakia,  as  a  result  of  the  SEED-funded  Orava  Project,  teachers  are  introduc- 
ing the  "Spirit  of  Democracy"  in  primary  and  secondary  classrooms.  Early  successes 
at  the  regional  level  bode  well  for  the  future  of  the  project  at  the  national  level.  In 
Albania,  USAID  is  providing  support  to  Albanian  NGO's,  including  the  Albanian 
Helsinki  group  and  the  Association  of  Albanian  Women,  resulting  in  a  promising  be- 
ginning to  a  civil  society. 

USAID  advisors  are  succeeding  in  helping  the  region's  judicial  reform  efforts  in- 
cluding the  training  of  judges  and  lawyers,  developing  bar  association  and  revamp- 
ing law  school  curriculums.  Judicial  training  centers  have  been  created  in  Bulgaria, 
Estonia  and  Latvia  with  SEED  funding.  These  indigenous  training  centers  provide 
continuing  legal  education  not  only  for  judges,  but  for  all  members  of  the  legal  pro- 
fession. SEED-funded  advisors  have  been  instrumental  in  assisting  Judge's  Associa- 
tions to  advocate  their  interests.  In  Slovakia,  for  example,  USAID  has  supported  the 
Slovak  Judge's  Association  in  their  efforts  to  negotiate  with  the  Ministry  of  Justice 
desired  reforms  in  their  judicial  code.  A  bill  negotiated  with  the  Slovak  Judges  is 
now  pending  before  the  legislature.  With  SEED-funded  assistance,  the  Croatian 
Judge's  Association  has  become  increasingly  active  in  implementing  legislation  to 
restructure  the  judiciary.  In  Lithuania,  USAID  advisors  worked  closely  with  the 
Lithuanian  Judges  Association  in  the  drafting  and  ratification  of  a  judicial  code  of 
ethics  which  was  ratified  after  substantial  debate.  In  Romania,  advisors  have  aided 
the  Magistrate's  Association  in  drafting  a  code  of  Ethics  to  serve  as  a  model  for  Ro- 
manian Courts. 

USAID's  public  administration  assistance  targets  the  strengthening  of  local  gov- 
ernments throughout  the  region.  USAD3  is  helping  municipalities  set  up  finance 
systems  and  budget  controls  that  will  substantially  increase  transparency  and  ac- 
countability. Newly  elected  mayors  in  the  Czech  Republic,  Slovakia,  and  Poland 
have  become  more  effective  and  independent  by  having  their  professional  organiza- 
tions become  self-sufficient  through  USAID  assistance. 

As  a  first  step  in  a  comprehensive  program  of  assistance  to  Bulgarian  municipali- 
ties, USAID  identified  the  laws  and  regulations  which  limit  municipal  autonomy 
and  implemented  a  pilot  geographic  information  system  in  the  city  01  Blagoevgrad, 
which  is  currently  used  by  urban  planners,  managers  and  city  officials.  This  model 
has  been  shared  with  75  government  officials  throughout  Bulgaria. 

The  SEED  program  has  supported  the  expansion  of  information  sources  through- 
out the  region  and  the  development  of  civil  society  through  targeted  NGO  sup- 
ported, particularly  advocacy  and  public  policy  groups.  For  example,  in  Poland,  100 
journalists  from  the  Warsaw  Journalism  Center  (USAID-funded)  are  ready  to  work 
in  the  newly  independent  media. 

SOCIAL  SECTOR  AND  HUMANITARIAN  PROGRAMS 

Health  threats  on  specific  sites  throughout  the  region  have  been  significantly  re- 
duced as  a  result  of  SEED-funded  assistance.  For  example,  the  most  dangerous  coke 
oven  plans  in  the  Czech  Republic  have  been,  voluntarily  closed  and  worker  exposure 
to  lead  at  battery  plants  in  Hungary  and  Romania  has  been  eliminated.  Addition- 
ally, nuclear  regulatory  bodies  have  been  established  and  are  functioning  in  Hun- 
gary, the  Czech  Republic  and  Slovakia  leading  to  improved  safety  analysis  and  in- 
spection capabilities. 

All  thirteen  SEED-funded  medical  partnerships  have  helped  partner  institutions 
improve  the  productivity  of  health  care  services. 

Trauma  assistance  and  community  development  programs  were  initiated  in  Cro- 
atia, FYR  Macedonia,  and  Bosnia-Herzegovina.  With  USAID  assistance,  more  than 
20  local  organizations  assist  war  refugee  trauma  victims  and  reunited  families  sepa- 
rated by  the  conflict. 

USAID  has  financed  a  range  of  policy  initiatives  and  pilot  demonstrations  in  the 
social  sectors  to  redefine  government  roles  at  national  and  local  levels.  For  example: 
Health  Maintenance  Organizations  (HMOs)  have  been  established  in  Poland  and  op- 
erations improvement  programs  for  hospitals  and  polyclinics  have  begun  in  Hun- 
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gary,  Albania,  Slovakia  and  Bulgaria.  SEED-funded  activities  are  demonstrating  al- 
ternatives in  health  care  financing  in  Albania,  Bulgaria,  Czech  Republic,  Hungary 
Poland  and  Slovakia. 

Question  13.  We  have  obligated  notable  SEED  program  sums  to  Southeastern  Eu- 
ropean counties  over  the  last  five  fiscal  years — $141  million  for  Bulgaria  and  $110 
million  for  Romania.  That  doesn't  compare  with  the  obligations  for  Poland  and  Hun- 
gary, however  $718  million  and  $195  million  respectively. 

What  has  held  back  our  assistance  programs  in  those  two  countries — their  lack 
of  reform? 

Do  you  expect  to  move  your  programs  out  of  Poland  and  Hungary  in  the  next  few 
years  and  start  up  more  work  in  Romania,  Bulgaria  and  other,  states  in  South  and 
Southeastern  Europe? 

Answer.  The  figures  mentioned  refer  to  cumulative  obligations.  At  the  beginning 
of  the  SEED  program  our  entire  program  was  concentrated  in  the  Northern  tier,  in- 
cluding such  large  items  as  $200  million  for  the  Polish  Stabilization  Fund. 

The  transition  in  the  Southern  tier  countries  began  later,  as  did  our  SEED  assist- 
ance programs  in  those  countries.  It  is  also  the  case  that  the  state  of  reforms  today 
in  the  Southern  tier  countries  is  generally  less  advanced  than  is  the  case  in  the 
Northern  tier  countries.  As  our  FY96  budget  request  indicates,  our  requested  levels 
for  Poland  and  Hungary  represent  reductions  from  the  planned  FY95  levels  for 
these  countries,  whereas  our  FY96  request  levels  for  Bulgaria  and  Romania  are 
higher  than  the  planned  FY95  levels.  So,  yes,  we  have  begun  to  phase  down  our 
assistance  levels  in  the  Northern  tier,  but  we  consider  the  success  of  transition  in 
these  countries  to  be  of  such  geo-political  importance  that  we  want  to  ensure  that 
our  phase  down  for  countries  such  as  Poland  and  Hungary  is  not  precipitous. 

Question  14.  What  are  your  plans  for  allocating  funding  to  the  Enterprise  Funds 
in  Eastern  Europe  in  FY  1996? 

Answer.  Based  on  the  original  capital  authorization,  we  have  fully  capitalized  the 
Polish-American  Enterprise  Fund  (PAEF),  the  Hungarian-American  Enterprise 
Fund  (HAEF)  and  the  Czech  &  Slovak-American  enterprise  Fund  (CSAEF).  In  1996 
we  plan  to  allocate  SEED  funds  to  the  Bulgarian-American  Enterprise  Fund 
(BAEF),  the  Baltic-American  Enterprise  Fund  (BALAEF),  the  Romanian-American 
Enterprise  Fund  (RoAEF)  and  the  Albanian-American  Enterprise  Fund  (AAEF).  In 
addition,  we  are  planning  to  make  a  technical  assistance  grant  to  the  Polish-Amer- 
ican Enterprise  Fund  to  support  a  micro-lending  program  and  a  new  mass  privatiza- 
tion fund.  We  estimate  the  total  FY  1996  funding  requirements  for  the  Enterprise 
Funds  to  be  approximately  $53  million. 

Question  15.  Do  you  think  that  the  Hungarian -American  Enterprise  Fund  is  in 
need  of  additional  funding  or  could  carry  out  beneficial  programs  with  additional 
funding? 

Answer.  The  Hungarian-American  Enterprise  Fund  (HAEF)  has  done  an  excellent 
job  of  providing  investment  capital  for  small  and  medium  sized  businesses  in  Hun- 
gary and  has  built  an  excellent  reputation  as  a  well-run,  dynamic  investment  fund. 
The  HAEF  has  invested  most  of  its  original,  U.S.  Government  provided,  capital  and 
is  currently  in  the  process  of  raising  additional  private  capital.  We  stand  ready  to 
work  with  the  HAEF  toward  that  end.  The  Enterprise  Fund  concept  has  always  in- 
cluded the  expectation  that  the  Funds  would  raise  private  capital  once  they  are  es- 
tablished. We  continue  to  see  a  strong  need  for  small  business  investment  capital 
in  Hungary  and  hope  the  HAEF  is  successful  in  raising  additional  resources. 

Question  16.  Please  describe  what  has  been  done  with  FY  1995  funds  to  help  the 
states  of  Eastern  Europe  address  the  problem  of  crime  and  corruption. 

What  are  your  plans  for  funding  these  efforts  under  the  FY  1996  budget? 

Answer.  In  FY  1995  a  new  "Law  and  Democracy''  program  was  initiated  to  pro- 
vide: (1)  training  in  the  detection  and  prosecution  of  corruption,  white  collar  and  or- 
ganized crime,  and  (2)  law  enforcement  training  related  to  banking  regulation,  secu- 
rities markets,  counterfeiting,  customs  control,  money  laundering,  organized  crime, 
and  narcotics  trafficking. 

In  the  first  component,  through  a  unique  partnership  between  the  DOJ  and  ABA/ 
CEELI,  former  and  current  prosecutors  and  private  sector  attorneys  are  being 
placed  in  targeted  CEE  countries  to  (1)  advise  and  assist  authorities  in  the  process 
of  drafting  and  implementing  modern  criminal  justice  legislation;  and  (2)  conduct 
comprehensive  training  programs  for  prosecutors,  defense  attorneys  and  judges. 

Under  the  second  component,  State/IHL's  Office  of  International  Criminal  Justice 
(ICJ)  will  coordinate  the  training  assistance  from  DOJ/ICITAP,  FBI,  ATF,  DEA,  Se- 
cret Service,  Customs  Service,  and  other  USG  law  enforcement  agencies.  Typical 
courses  will  focus  on  organizational  and  management  capabilities,  stressing  concepts 
of  policing  in  a  democracy  and  human  dignity  in  law  enforcement.  Specialized  train- 
ing will  be  provided  in  investigative  techniques  for  the  high  interest  areas  of  orga- 
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nized  crime,  financial  crimes  and  narcotics  interdiction.  Implementation  of  this  com- 
ponent began  in  Poland  and  the  Baltic  States  and  will  be  extended  to  other  CEE 
countries  later  this  calendar  year. 

Complementing  the  activities  of  the  Law  and  Democracy  program,  a  U.S.-financed 
Law  Enforcement  Training  Center  will  be  opening  in  Budapest,  Hungary  in  April 
1995.  This  regional  center  will  provide  a  facility  for  continually  upgrading  the  pro- 
fessional skills  of  law  enforcement  officials  through  short  and  longer  term  training 
programs. 

Approximately  $7  million  are  budgeted  for  the  Law  and  Democracy  program  in 
FY  1995;  an  additional  $10  million  have  been  requested  in  FY  1996. 

Question  17.  I  noted,  in  areas  outside  of  the  SEED  program,  that  $15  million  is 
being  requested  for  non-proliferation  assistance  targeted  toward  illegal  nuclear  ex- 
ports from  the  former  Soviet  Republics — to  the  East  of  the  SEED  program's  region — 
and  that  an  unidentified  amount  is  being  requested  under  the  International  Narcot- 
ics, Crime  and  Terrorism  account  to  fight  organized  crime,  financial  crimes,  nuclear 
smuggling  and  drug  trafficking. 

How  will  efforts  funded  under  those  areas  of  the  budget  request  compare  with 
programs  that  might  be  carried  out  with  SEED  funding — such  as  law  enforcement 
training,  rule  of  law  activities,  and  training  of  investigative  journalists? 

Answer.  The  $15  million  requested  for  export  control  for  FY96  would  be  used  to 

Srovide  assistance  to  improve  national  systems  of  export  control  in  Ukraine  and 
Kazakhstan.  This  assistance  would  be  used  to  expand  existing  aid  programs  to  these 
states  and  would  fund  upgrades  to  automation  systems  for  customs  and  export  con- 
trol licensing,  additional  border  control  equipment,  and  training  and  technical  as- 
sistance for  personnel  with  export  control  responsibilities.  This  effort  is  part  of  our 
larger  non-proliferation  effort  in  the  FSU  to  prevent  nuclear  smuggling  through  pro- 
vision of  assistance  to  improve  security  at  nuclear  sites  as  well  improve  export  con- 
trol systems. 

The  funds  requested  under  the  International  Narcotics,  Crime  and  Terrorism  ac- 
count will  be  drawn  on  by  U.S.  law  enforcement  agencies  in  their  efforts  to  fight 
organized  crime,  financial  crimes,  nuclear  smuggling  and  drug  trafficking,  problems 
which  pose  threats  not  only  to  the  United  States  but  to  other  members  of  the  inter- 
national community.  We  see  the  SEED  programs  for  law  enforcement  training,  rule 
of  law,  and  training  of  investigative  journalists  complementing  the  above  mentioned 
activities. 

SEED  programs  have  focused  on  building  democratic  institutions  and  enhancing 
market  economies  in  Central  and  Eastern  Europe.  Organized  crime  and  financial 
crimes  undermine  people's  faith  in  democracy  and  the  free  market.  As  we  strength- 
en these  institutions,  we  provide  another  tool  in  our  overall  fight  against  inter- 
national organized  crime. 

In  summary,  I  would  offer  that  the  SEED  funded  programs  will  help  lay  the  foun- 
dation for  our  joint  efforts  to  combat  crime  and  corruption  in  the  Central  and  East 
European  region,  while  the  otherprograms  mentioned  are  focussed  on  specific 
threats  to  the  U.S.  and  the  region.  The  two  sets  of  activities  clearly  complement  one 
another. 

Question  18.  It  has  been  estimated  that  over  the  last  few  years  Hungary  has 
spent  over  $3  billion  in  bailing  out  Hungarian  banks  that  have  yet  to  be  privatized 
and  that  provide  loans  and  credits  to  large,  state-owned  enterprises  that  also  have 
not  been  privatized  and  that  are  not  creditworthy. 

How  long  can  we  afford  to  continue  providing  assistance  if  banks  in  countries  like 
Hungary  are  not  privatized  and  forced  to  operate  as  real  banks? 

How  long  can  Hungary  afford  to  let  this  continue? 

Answer.  As  you  note,  Hungary  has  been  very  slow  in  privatizing  its  banking  sec- 
tor. In  the  past,  there  has  been  a  lack  of  commitment  to  bank  reform,  especially 
breaking  the  link  between  lending  by  state-owned  banks  to  non-viable  or  non-credit- 
worthy state-owned  firms. 

Consequently,  USAID  has  provided  only  the  most  limited  technical  assistance  to 
the  Hungarian  banking  sector.  At  the  same  time,  the  USG  has  consistently  and  re- 
peatedly stressed  to  the  most  senior  levels  of  the  GOH  that  promoting  a  private, 
competitive  market-oriented  banking  sector  is  key  to  the  economic  transformation 
process  and  should  be  given  top  priority.  In  addition,  the  USG  made  clear  our  will- 
ingness to  be  helpful  once  there  was  evidence  that  the  GOH  was  serious  about  bank 
reform. 

We  are  now  beginning  to  see  concrete  evidence  that  the  current  GOH  is  commit- 
ted to  structural  reform  of  the  banking  situation  and  accelerating  bank  privatiza- 
tion. 

The  appointment  of  Laios  Bokros,  the  former  head  of  state-owned  Budapest  Bank 
and  the  CEO  of  the  Stock  Exchange,  as  Finance  Minister  in  March  has  given  new 
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impetus  to  bank  reform.  The  GOH  has  publicly  set  forth  a  strategy  to  privatize  the 
state-owned  banks  within  the  next  year.  Specificallyl  the  strategy  calls  for  the  fol- 
lowing: 
— privatization  of  the  state-owned  Savings  Bank  (OTP)  in  1995.  Shares  will  be 
sold  to  Hungarian  and  foreign  institutional  investors,  private  investors  and 
Hungary's  two  social  security  funds.  Twenty-five  percent  of  the  shares  of  OTP 
plus  one  vote  -will  remain  in  the  hands  of  the  Hungarian  government. 
— Budapest  Bank  will  be  privatized  through  purchase  of  a  majority  stake  by  a  for- 
eign strategic  investor.  Though  Credit  Suisse  recently  declined  to  take  a  major- 
ity stake  after  completing  due  diligence,  other  foreign  banks  have  continued  to 
show  interest. 
— Bankers  Trust  is  currently  advising  the  Ministry  of  Finance  on  privatizing  (or 

liquidating)  five  small  state-owned  banks  within  the  year. 
— preparation  of  the  two  largest  state-owned  banks  to  be  privatized  by  a  foreign 

strategic  investor  within  the  year 
On  the  basis  on  these  developments,  we  have  growing  confidence  that  the  GOH 
is  willing  to  take  the  serious  measures  required  to  transform  Hungarian  banks  into 
Western  style  banks  with  marketbased  lending  practices.  To  support  the  reform  ef- 
forts of  the  new  Finance  Minister,  USAID  has  recently  begun  technical  assistance 
activities  in  two  areas. 
— assistance  to  the  Ministry  of  Finance  to  help  them  rehabilitate  operationally 
and  financially  the  biggest  state-owned  banks.  Note  that  this  assistance  is  de- 
signed to  be  implemented  in  two  phases  so  that  during  Phase  1,  we  can  con- 
tinue to  test  the  commitment  of  the  GOH. 
— USAID  is  assisting  OTP  in  strengthening  credit  management  in  order  to  in- 
crease its  lending  to  small  businesses,  if  OTP  is  successful  in  improving  its 
credit  management  procedures,  USAID  will  approve  a  small  business  loan  guar- 
antee which  will  encourage  small  business  lending  through  a  50  percent  guar- 
antee of  small  business  loans. 
Question  19.  It  would  appear  that  the  service  sector  of  small  businesses  is  playing 
a  role  in  the  new  economies  of  Eastern  Europe,  but  apparently,  private  companies 
in  the  region  are  often  forced  to  rely  on  retained  earnings  to  finance  their  further 
business  expansion  due  to  the  lack  of  lending  by  banks. 

How  are  we  doing  in  getting  the  countries  of  the  region  to  address  the  vital  issue 
of  creating  a  new  banking  sector  that  fulfills  its  role  as  a  vital  support  for  the  nas- 
cent private  economy? 

Answer.  The  focus  of  our  work  in  the  banking  sector  is  on  developing  the  financial 
infrastructure  to  lay  the  foundation  for  a  safe  and  sound  banking  system  and  this 
will  continue  to  be  our  primary  work.  Additionally,  however,  more  and  more  the  im- 
petus for  growth  is  moving  away  from  the  state  enterprises  to  dynamic,  small  pri- 
vate businesses.  Thus,  a  second  portion  of  our  work  has  to  do  with  deepening  finan- 
cial markets  so  that  these  private  businesses  are  brought  into  the  formal  financial 
intermediation  process.  Yet  there  are  distinct  and  very  good  reasons  that  bankers 
in  the  region  are  reluctant  to  lend  to  private  businesses  having  to  do  with  inexperi- 
ence and  the  lack  of  an  established  track  record  among  their  clients.  To  this  end 
we  are  developing  programs  in  which  U.S.  experts  in  small  business  lending  are 
working  with  bankers  in  the  region  to  hone  their  technical  skills  in  this  specialized 
field.  Parallel  technical  assistance  is  given  to  the  enterprises  in  developing  their  fi- 
nancial information  and  business  strategies. 

In  addition,  our  Enterprise  Funds  were  set  up  to  specifically  address  the  need  for 
capital  by  private  small  business.  All  of  the  Enterprise  Funds  have  or  are  planning 
programs  that  work  through  local  banks  to  expand  small  business  lending. 

Question  20.  It  is  reported  that,  five  years  after  the  fall  of  communism  in  Eastern 
Europe,  bankruptcy  laws  and  contract  enforcement  remain  almost  non-existent  in 
the  countries  of  the  region.  Getting  title  to  land  and  buildings  is  also  reported  to 
be  an  ordeal  for  new,  private  businesses. 

When  can  we  expect  to  see  progress  on  this  important  front? 

Answer.  Each  of  the  CEE  countries  has  some  type  of  a  bankruptcy  law  even  Alba- 
nia enacted  a  new  bankruptcy  law  within  the  past  two  months.  Some  of  the  coun- 
tries, such  as  Bulgaria  and  Hungary  have  revised  their  laws  several  times  within 
the  last  five  years,  with  assistance  from  Western  donors.  Accordingly,  the  real  prob- 
lem is  not  that  relatively  efficient  bankruptcy  laws  do  not  exist  but  rather  that  the 
laws  are  not  being  implemented. 

This  lack  of  implementation  is  in  large  part  due  to  a  lack  of  an  adequate  court 
structure,  and  lack  of  training  of  practitioners,  bankruptcy  judges  and  trustees  as 
the  countries  struggle  to  find  the  appropriate  balance  between  imposing  financial 
discipline  on  loss-making  enterprises  ana  their  immediate  need  to  keep  the  number 
of  bankruptcy  proceedings  (particularly  liquidation)  within  reasonable  limits.  Con- 
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sequently,  SEED  assistance  on  bankruptcy  reform  has  been  focused  on  implementa- 
tion by  providing  information  and  training  to  the  key  parties. 

Our  bankruptcy  project  is  designed  to  provide  country-specific  training  to  meet 
the  various  levels  of  need  in  each  of  the  countries. 

Accordingly,  as  one  of  the  key  problems  in  most  of  the  region  is  that  judicial  de- 
velopment has  been  slow,  we  are  working  with  several  U.S.  Federal  Bankruptcy 
Judges  to  provide  specialized  bankruptcy  training  to  judges. 

An  exception  to  the  slow  pace  of  professional  and  court  development  is  in  Estonia, 
Hungary,  and  Poland.  This  is  probably  due  to  the  volume  of  Dankruptcies  which 
those  countries  have  initiated  and  shows  that  at  least  several  of  the  countries  have 
developed  a  professional  class  of  practitioners. 

The  lack  of  contract  enforcement  between  foreign  and  domestic  parties  remains 
a  problem  in  the  region.  To  ensure  that  contracts  are  enforced,  our  programs  are 
focused  on  ensuring  that  laws  such  as  bankruptcy  and  collateral  are  implemented, 
and  that  mechanisms  are  put  in  place  for  resolving  disputes  in  a  transparent,  fair 
and  efficient  manner. 

Most  countries  in  the  CEE  do  not  allow  for  title  to  land  and  or  buildings.  Even 
if  there  is  no  impediment  to  title  the  administrative  hurdles  to  ascertain  who  has 
title  and  then  obtain  title  are  significant.  For  example  it  is  difficult  to  perform  title 
searches,  record  deeds,  perfect  title  and  to  ascertain  who  the  proper  authorities  are 
to  issue  permits.  In  addition,  one  of  the  correlating  problems  in  most  of  the  region 
is  a  lack  of  a  government  ethics  system  that  can  lead  to  corruption  issues  related 
to  obtaining  title.  To  assist  these  countries  to  develop  an  ethics  regime,  the  SEED 

Erogram  has  held  government  ethics  seminars  in  Latvia,  Albania,  Romania,  and 
ithuania. 

Assisting  these  countries  in  developing  "administrative  simplicity"  is  one  of  the 
key  issues  that  needs  to  be  addressed  in  the  region  as  a  whole.  The  SEED  program 
has  several  active  projects  to  help  Central  European  governments  design  and  imple- 
ment bankruptcy  and  land  titling  laws,  as  well  as  to  set  up  title  and  collateral  reg- 
istration systems. 

Question  21.  The  Czech  Republic  is  very  much  the  exception  when  it  comes  to  pri- 
vatization of  large,  state-owned  enterprises  by  the  governments  in  Eastern  Europe. 

In  fact,  isn't  it  true  that  most  of  these  countries  still  have  hundreds  of  large  in- 
dustries that  still  haven't  been  privatized — and  the  impact  of  the  tens  of  thousands 
of  workers  that  would  be  laid  off  in  such  privatization  has  yet  to  felt  in  Eastern 
Europe? 

Still,  this  privatization  needs  to  be  done,  because  these  enterprises  are  a  financial 
load  these  governments  cannot  bear  for  the  long  term. 

What  are  we  doing  to  persuade  these  governments  to  move  forward  with  privat- 
ization? 

Answer.  The  Czech  Republic  has  gone  further  in  privatization  than  any  other 
CEE  country,  however  some  35-  of  GDP  still  comes  from  state-owned  enterprises. 

Yes,  most  CEE  countries  still  have  many  large  state  owned  enterprises  which 
have  not  yet  been  privatized.  One  of  our  primary  missions  is  to  support  privatiza- 
tion of  these  enterprises,  and  whenever  there  is  an  opportunity  to  assist  in  this,  we 
do  so.  Still  for  obvious  reasons,  governments  are  often  reluctant  to  make  difficult 
decisions  which  might  have  unpleasant  social  and/or  political  consequences. 

Our  program  is  working  in  a  number  of  ways  to  advance  privatization.  We  provide 
technical  assistance  for  both  voucher  privatization  and  direct  sales — actually  trans- 
ferring state-owned  enterprises  into  private  hands.  We  provide  assistance  for  the  re- 
structuring of  large  and  medium  enterprises  to  prepare  them  for  privatization.  We 
are  working  on  the  general  legal/regulatory/fiscal  infrastructure  necessary  for  a  free 
market  economy  to  flourish.  We  are  assisting  in  the  development  of  financial  insti- 
tutions and  capital  markets,  critical  to  the  sustainability  and  growth  of  private  en- 
terprises. (In  conjunction  with  this,  we  are  assisting  banks  in  developing  workout 
and  corporate  finance  capabilities,  essentially  providing  them  with  the  skills  with 
which  to  provide  enterprise  restructuring  themselves.)  Finally,  we  are  working  with 
post-privatized  enterprises  to  assure  their  near  term  survivability  and  long-term 
success. 

Question  22.  As  you  know,  this  Committee  is  extremely  skeptical  of  using  foreign 
assistance  funds  for  balance  of  payments  relief. 

Have  any  SEED  funds  been  employed  for  this  purpose  since  the  program's  incep- 
tion? 

Do  you  expect  to  make  any  requests  to  the  Committee  to  allow  funds  to  be  used 
for  that  purpose  in  any  country  of  Eastern  Europe  in  the  future? 

Answer.  SEED  funds  have  not  been  used  for  balance  of  payments  support  since 
1993.  While  in  1994  the  Administration  felt  a  need  to  contribute  to  the  Former 
Yugoslav  Republic  of  Macedonia's  balance  of  payments  crisis,  SEED  funds  were  not 
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used.  In  keeping  with  the  Administration's  position  not  to  use  SEED  or  FREEDOM 
Support  funds  Tor  grant  balance  of  payments  support,  stated  in  Secretary  Chris- 
topher's November  1994  letter  to  the  Chairman  of  the  House  Foreign  Affairs  Com- 
mittee, Economic  Support  Funds  were  used  in  the  case  of  FYR  Macedonia.  We  do 
not  expect  to  use  SEED  grant  funds  for  the  purpose  of  balance  of  payments  support 
in  Eastern  Europe  in  the  future. 

Question  23.  In  what  areas,  if  any,  are  programs  funded  under  SEED  cooperating 
with  privately-funded  programs,  such  as  those  of  the  Soros  Foundation  and  the  Ford 
Foundation? 

Answer.  U.S.  private  foundations  are  making  an  important  contribution  to  the 
transition  in  Central  Europe  and  we  frequently  cooperate  with  them.  The  Soros 
Foundation  is  a  particularly  significant  presence  in  and  contributor  to  the  region. 
Soros  and  USAID  have  worked  closely  for  years  on  the  development  of  the  American 
University  in  Bulgaria.  Just  recently  we  jointly  conducted  an  assessment  of  the  fu- 
ture direction  ana  financial  sustainability  of  the  University,  and  we  are  expecting 
to  jointly  develop  a  funding  plan  to  implement  the  recommendations  of  the  study. 
The  Soros  Foundation's  sizable  contributions  to  emergency  and  rehabilitation  efforts 
in  Bosnia  has  led  to  particularly  close  coordination  in  that  country.  USAID,  with 
the  support  of  the  Soros  Foundation's  New  York  office,  organized  a  child  tracing  and 
family  reunification  program  through  the  local  Soros  Foundation  in  Zagreb— the 
program  has  reunited  over  100  children  with  their  families,  and  registered  and  as- 
sisted several  thousand.  Similarly,  in  Macedonia,  the  Soros  Foundation  was  a  major 
player  in  a  multi-donor  effort  to  help  clear  World  Bank  arrearages.  The  U.S.  con- 
tribution to  this  effort  was  $5  million  in  Economic  Support  Funds,  whereas  the 
Soros  contribution  was  substantially  larger. 

The  Pugh  Charitable  Trust  has  been  actively  involved  in  educational  reform  ef- 
forts, and  we  have  coordinated  to  ensure  that  SEED  funded  activities  in  this  field 
do  not  duplicate  Pugh-funded  programs.  We  have  provided  a  modest  amount  of 
SEED  funding  to  the  German-Marshall  fund  to  support  their  human  rights  projects. 
Under  the  recently  initiated  Democracy  Network  program,  we  are  using  U.S.  NGO's, 
such  as  the  U.S.  Baltic  Foundation,  as  the  intermediaries  for  our  assistance.  The 
Rockefeller  Foundation  recently  sponsored  a  conference  on  NGO  development  in  the 
region  and  invited  all  of  the  U.S.  NGO's  receiving  funding  under  the  Democracy 
Network  Project.  USAID  Assistant  Administrator  Dine  attended  the  conference  to 
highlight  the  importance  we  give  to  close  collaboration  with  the  U.S.  private  founda- 
tions and  other  U.S.  NGO's  operating  in  Central  Europe. 

Question  24.  What  is  being  done  to  better  evaluate  the  effectiveness  of  our  SEED 
assistance  activities  in  Eastern  Europe? 

Answer.  On  March  28,  1995,  USATD's  Bureau  for  Europe  and  New  Independent 
states  (END  completed  a  strategic  framework  of  14  strategic  program  objectives,  im- 

f>act  indicators,  and  country  targets  that  will  be  used  to  measure  the  future  per- 
brmance  of  all  USAID-managed  assistance  funded  to  date  in  ENI  countries,  includ- 
ing the  USAID-managed  portion  of  SEED  assistance  in  Eastern  Europe.  From  now 
on,  the  database  of  country  targets  will  be  updated  at  least  annually  in  conjunction 
with  the  review  of  reports  from  the  field  on  progress  towards  these  targets. 

From  1992  through  1995,  USAID  commissioned  numerous  evaluations  of  specific 
assistance  activities  in  Central  and  Eastern  Europe  (GEE).  These  evaluations  were 
completed  by  independent  objective  external  teams  of  experts.  These  independent 
evaluations  will  continue  in  addition  to  internal  program  reviews. 

Question  25.  How  well  is  the  G-24  coordination  process  working  to  ensure  that 
we  and  the  European  Union  and  other  donors  are  not  duplicating  each  other's  work? 

Answer.  The  G-24  process  has  been  moderately  successful  at  reducing  duplication 
of  effort  in  Central  Europe.  The  EU  Commission  (which  serves  as  secretariat  for  the 
G— 24)  organizes  meetings  at  which  bilateral  donors  and  international  financial  in- 
stitutions such  as  the  European  Bank  for  Reconstruction  and  Development  discuss 
their  assistance  efforts.  Such  meetings  focus  on  either  a  specific  sector  (i.e.,  trans- 
port and  customs)  or  country/region  (i.e.,  the  September  1994  G-24  senior  officials 
meeting  in  Bratislava  on  Slovakia). 

Going  beyond  the  broad  discussions  in  the  G-24,  personnel  also  participate  in  in- 
formal collaboration  in  parallel  project  design  and  implementation.  USAID  field  offi- 
cers routinely  meet  with  other  donor  organizations  (including  the  EU)  and  play  a 
key  role  in  ensuring  coordination  on  a  day-to-day  basis.  In  addition,  earlier  this  year 
the  U.S.  organized  a  donor  coordination  meeting  in  Warsaw  with  the  EU  and  IBRD 
to  focus  on  specific  programmatic  cooperation  in  Poland.  We  hope  to  use  this  as  a 
model  for  future  coordination  meetings  in  other  Central  European  countries. 

The  UJS.  contributes  to  the  G-24  semi-annual  assistance  scoreboard  reports, 
which  are  useful  for  tracking  cumulative  commitments  by  all  donors  for  each  coun- 
try. The  on-line  computer  database  at  OECD  managed  by  the  Center  for  Economies 
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in  Transition  is  a  more  detailed  database  on  all  donors  1  technical  assistance  to  Eu- 
rope and  the  New  Independent  States,  also  accessible  to  the  G-24,  and  this  report 
is  more  useful  for  detailed  donor  coordination. 

Question  26.  How  would  you  compare  the  content  and  effectiveness  of  our  SEED 
program  with  that  of  the  European  Union's  "PHARE"  program? 

Answer.  Both  the  SEED  and  the  PHARE  programs  assist  Central  European  coun- 
tries with  the  transition  to  market  economies.  The  SEED  program  also  places  an 
emphasis  on  democratic  institution  building,  which  is,  not  a  focus  of  the  PHARE 
program.  One  important  difference  between  the  programs  is  that  PHARE  assistance 
is  coordinated  through  the  host  country  government,  while  SEED  works  both  with 
government  ministries  and  directly  with  non-governmental  counterparts.  We  believe 
that  working  through  the  nongovernmental  sector  has  served  U.S.  interests  of  pro- 
moting reform  from  the  bottom  up,  as  well  as  from  the  top  down.  Finally,  the  SEED 
program's  mode  of  operation  provides  a  greater  degree  of  flexibility  to  modify  the 
program  in  response  to  changing  circumstances. 

Question  27.  You  emphasi2e  that  the  SEED  program  has  always  been  intended 
to  be  a  temporary  assistance  program,  but  that  its  "sunset"  will  vary  according  to 
the  progress  of  each  country.  The  program  is  already  winding  down  in  some  north- 
ern tier  countries,  specifically  the  Czech  Republic  and  Estonia,  where  it  is  expected 
to  be  phased  out  by  1997.  You  also  note  that  a  winding  down  in  the'  northern  tier 
will  allow  a  gradual  shift  towards  southern  tier  countries  like  Albania,  Romania, 
and  Bulgaria. 

Yet  former  communists  have  been  voted  back  into  power  in  Poland,  Hungary, 
and.Estonia,  and  the  regime  in  Slovakia  is  increasingly  authoritarian.  Even  the  re- 
former-led government  in  the  Czech  Republic  looks  shaky. 

Wouldn't  you  say  that  it  is  premature  to  declare  victory  in  the  northern  tier  coun- 
tries? 

Given  these  political  trends  in  the  region,  why  are  you  winding  down  our  assist- 
ance programs/ 

Should  we  be  continuing  a  strong  democracy-building  focus  in  the  northern  tier 
countries  for  many  years  to  come? 

Answer.  I  couldn't  agree  more  that  a  precipitous  decline  in  assistance  to  the 
Northern  tier  countries  would  be  extremely  unwise  and  could  potentially  jeopardize 
U.S.  interests  in  the  region.  It  is  this  concern,  combined  with  compelling  needs  to 
increase  assistance  to  the  Southern  tier,  particularly  Bosnia,  that  underlies  the  Ad- 
ministration's request  for  increased  SEED  funding  m  FY96.  I  would  also  agree  that 
establishing  firm  foundations  for  democracy  can  take  longer  in  some  countries  than 
achieving  the  foundations  for  a  market  economy.  For  this  reason,  our  FY96  request 
for  the  Northern  tier  maintains  a  high  priority  on  such  programs  as  support  for  the 
independent  media,  strengthening  local  governments  and  development  of  indigenous 
NGO's  to  help  serve  as  legitimate  intermediaries  between  people  and  their  govern- 
ments. 

On  the  other  hand,  the  region  continues  to  make  progress  in  the  development  of 
democratic,  pluralistic  societies  and  market-based  economies.  This  last  year  saw  nu- 
merous changes  in  governments;  all  were  democratic  and  peaceful.  Last  year  also 
saw  real  economic  growth  in  most  of  the  region  after  years  of  severe  economic  de- 
cline. Therefore,  I  continue  to  be  optimistic  about  the  success  of  the  transition,  while 
at  the  same  time  realizing  that  much  more  needs  to  be  done. 

Question  28.  Has  the  SEED  program  already  shifted  its  focus  to  the  southern  tier 
countries? 

How  long  do  you  expect  the  SEED  program  to  continue  in  such  southern  tier 
countries  as  Albania,  Bulgaria  and  Romania? 

When  would  you  expect  the  "sunset"  of  the  SEED  program  as  a  whole? 

Answer.  The  SEED  program  has  begun  to  shift  resources  toward  the  southern 
tier.  The  percentage  of  resources  dedicated  to  the  southern  tier  has  been  increasing 
for  several  years.  Approximately  60  of  the  FY96  requested  level  is  planned  for  the 
southern  tier  countries,  including  Bosnia.  While  it  is  difficult  to  fix  a  date  for  the 
closeout  of  SEED  programs  in  some  of  the  southern  tier  countries,  we  foresee  that 
we  will  no  longer  need  transitional  assistance  beyond  the  end  of  the  decade.  How- 
ever, as  both  the  Congress  and  the  Administration  have  recognized,  Albania  meets 
the  criteria  of  a  development  assistance  recipient.  Consequently  further  assistance 
to  Albania  can  be  anticipated,  although  not  necessarily  with  SEED  funds.  Also,  we 
need  to  recognize  that  the  longer  the  war  continues  in  Bosnia,  and  the  greater  the 
level  of  destruction  and  dislocation  of  people,  the  longer  it  will  take  to  rebuild  the 
country  and  place  it  on  a  path  to  democracy  and  economic  health. 

Question  29.  Since  the  start  of  the  SEED  program,  the  amount  spent  on  strength- 
ening democratic  institutions  (6.6%)  has  been  much  less  than  on  building  market 
reforms  (64%). 
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Yet  as  your  report  indicates  and  experience  has  proven,  while  democratic  institu- 
tions have  been  established,  they  are  still  fragile.  Democracy  is  far  from  entrenched 
in  the  region. 

What  will  be  your  focus  on  democratic  institution  building  in  both  the  northern 
and  southern  tier  countries  during  the  coming  year? 

Answer.  Though  fragile,  basic  structures  and  freedoms  are  in  place  in  the  north- 
ern tier  countries,  ana  economic  power  is  increasingly  in  private  rather  than  state 
hands.  Significant  decentralization  and  a  division  ofpowers  have  been  secured,  and 
a  civil  society  is  springing  up.  The  focus  of  the  SEED  democracy  program  during 
the  coming  year  is  to  help  consolidate  these  gains.  Through  the  Democracy  Net- 
works program  and  our  assistance  to  the  independent  media  we  are  strengthening 
the  non-governmental  actors  who  animate  a  democratic  political  process  and  must 
defend  it  against  attempts  at  encroachment.  On  the  other  side  of  the  equation,  our 
public  administration  programs  are  helping  local  governments  learn  how  to  respond 
to  the  increased  demands  being  put  on  them  by  decentralizing  national  governments 
and  by  an  electorate  which  holds  them  accountable. 

In  the  southern  tier,  which  for  this  question  includes  Slovakia,  the  overarching 
goals  of  the  SEED  democracy  program  are  decentralization,  pluralism,  and  a 
healthy  civil  society.  With  basic  structures  and  freedoms  still  tenuous  in  these  coun- 
tries, our  strategy  is  two-fold:  to  strengthen  the  actors  essential  to  a  division  of  pow- 
ers and  politicaTpluralism,  especially  the  parliament,  political  parties  and  an  inde- 
pendent press;  and  to  help  build  up  networks  of  institutions  with  an  interest  in  a 
more  decentralized  political  structure  (local  governments,  civic  organizations,  and 
other  NGO's). 

Question  30.  How  can  we  help  prevent  the  return  of  the  historical  tendency  in  the 
region  to  fragment  power  among  a  proliferating  list  of  small  political  parties/ 

Answer.  The  countries  of  Central  and  Eastern  Europe  have  instituted  minimum 
thresholds  for  parliamentary  representation;  that  is,  a  party  must  receive  a  mini- 
mum percent  of  the  votes  cast  in  order  to  have  a  seat  in  parliament.  This  is  prob- 
ably the  single  most  effective  means  for  encouraging  the  consolidation  of  smaller 
parties.  For  example,  Poland  did  not  have  such  a  threshold  for  the  first  years  of  the 
transition  and,  as  a  consequence  had  some  29  parties  in  the  parliament.  In  re- 
sponse, a  5  threshold  has  been  adopted  in  order  to  force  party  consolidation. 

Complementing  this  existing  mechanism,  SEED-funded  political  party  program- 
ming in  the  Baltics  and  the  Balkans  encourages  coalition-building  by  facilitating 
and  stressing  the  importance  of  inter-party  communication  and  issue-based  plat- 
forms. By  placing  a  premium  on  issue  identification  and  communication  between 
and  within  parties,  we  hope  to  discourage  the  further  proliferation  of  small,  person- 
ality-based political  parties  and  encourage  eventual  consolidation. 

The  realization  that  consolidation  and  coalition  building  are  needed  is  coming 
gradually — losing  at  the  ballot  box  appears  to  be  the  best  teacher.  Witness  the  re- 
newed interest  in  a  broad  opposition  coalition  after  Meciar's  election  in  Slovakia  or 
the  recent  announcement  by  two  pro-democratic  parties  in  Bulgaria  that-  they  will 
field  joint  candidates  in  Bulgaria's  upcoming  local  elections. 

Question  31.  What  is  your  assessment  of  democratic  institution-building  at  the 
local  and  regional  level  in  the  various  countries? 

Answer.  Decentralization  will  not  prove  sustainable  in  the  northern  tier  unless 
there  is  political  pluralism,  activism  and  public  sector  competence  at  the  regional 
and  local  levels.  Similarly,  decentralization  will  not  happen  in  the  southern  tier 
countries  unless  regions,  localities  and  citizens  insist  upon  it.  Thus,  our  democratic 
institution-building  activities  in  political  process,  media,  and  public  administration 
increasingly  take  place  outside  of  the  capital  city.  In  northern  tier  countries,  there 
is  a  focus  on  particular  regions  and  towns  in  an  attempt  to  strengthen  the  newly 
decentralized  systems.  In  the  southern  tier,  our  efforts  are  at  an  earlier  stage  of  pro- 
moting decentralization  but  we  are  working  actively  at  the  local  level,  e.g.,  helping 
municipalities  in  Bulgaria  with  local  privatization. 

Question  32.  Your  Congressional  Presentation  Document  points  out  that  if  condi- 
tions permit,  reconstruction  will  be  required  throughout  Bosnia.  You  state  that 
while  the  SEED  program  was  not  designed  for  such  type  of  activity,  SEED  money 
should  be  expanded  for  this  specific  purpose. 

$60  million  or  12.5  of  total  SEED  funding  would  go  for  such  reconstruction  in 
Bosnia. 

Since  war  appears  to  have  restarted  in  Bosnia,  do  you  expect  this  program  to  get 
up  and  running  in  FY  96? 

Given  the  level  of  destruction  that  has  already  taken  place,  and  is  likely  to  hap- 
pen in  the  coming  months,  isn't  $60  million  a  drop  in  the  bucket?  Why  are  you  using 
limited  SEED  funds  for  such  a  massive  undertaking? 

What  specific  reconstruction  activities  do  you  have  in  mind? 
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What  do  you  mean  when  you  say  that:  "funding  for  reconstruction  should  be  dis- 
tinct from  other  SEED  programs  and  resources  should  not  be  transferred  between 
SEED's  other  programs  andthe  Reconstruction  Fund"? 

Answer.  We  do  expect  rehabilitation  and  reconstruction  activities  to  begin  in 
Bosnia  in  FY  1996.  In  areas  of  central  Bosnia  where  relative  peace  exists,  some  ini- 
tial rehabilitation  and  reconstruction  assistance  is  currently  being  provided.  Even 
without  a  nation-wide  peace,  we  would  expect  to  use  a  significant  portion  of  the  $60 
million  for  expansion  of  these  programs. 

I  agree  that  in  the  face  of  the  massive  task  of  reconstruction  in  Bosnia,  the  $60 
million  in  SEED  funds,  by  itself,  will  not  be  enough.  That  is  why  our  approach  is 
to  provide  assistance  which  will  prepare  the  ground  for  other  donors,  particularly 
the  international  financial  institutions,  to  undertake  reconstruction  projects  of  a 
much  larger  scale  than  SEED  funding  alone  would  allow.  The  cost  of  re-building 
post-war  Bosnia-Herzegovina  will  run  into  the  billions.  While  SEED  resources  are 
limited,  they  are  intended  to  be  a  magnet  for  other  donors.  We  view  this  initiative 
as  a  risky,  but  critically  important  use  of  limited  SEED  funds. 

With  the  additional  $60  million  in  FY  1996  funds  we  have  requested  for  Bosnian, 
we  expect  to  undertake  the  following  activities: 

— reconstruction  of  essential  public  infrastructure,  including  communications, 
transportation  and  utilities; 

— municipal  rehabilitation,  enterprise  development,  and  public  administration 
technical  assistance; 

— privatization  and  economic  restructuring,  including  dealing  with  the  social  im- 
pacts of  privatization; 

— access  to  capital  equipment  necessary  for  infrastructure  reconstruction; 

— support  for  ethnic  reconciliation  and  human  rights,  through  the  U.S.-appointed 
arbiter; 

— support  for  international  organizations  to  facilitate  the  return  and  resettlement 
of  displaced  persons  and  refugees; 

— human  resource  development  through  education  and  training  programs,  both 
in-country  and  abroad;  and 

— civil  society-building  and  media  development  programs. 

Regarding  the  transfer  of  funds  between  the  Reconstruction  Fund  and  other, 
SEED  programs,  I  believe  it  is  important  to  maintain  the  integrity  of  our  economic 
and  political  transition  activities  in  the  rest  of  Central  Europe.  U.S.  interests  in  re- 
construction in  Bosnia  are  distinct  and  additional  to  our  interests  in  helping  North- 
ern tier  countries  sustain  economic  and  political  reforms,  and  in  assisting  Southern 
tier  countries  which  are  only  now  facing  some  of  the  most  critical  stages  of  the  re- 
form process. 

Question  33.  I  want  to  get  a  handle  on  the  pipeline  issue.  Last  year,  you  testified 
that  the  pipeline  in  December  1993  was  $385.8  million.  According  to  charts  you 
have  provided,  the  pipeline  was  $669  million  at  the  end  of  September  1994. 

What  is  the  size  of  the  pipeline  in  aid  for  Central  and  Eastern  Europe  today,  and 
why  is  it  bigger  than  it  was  a  year  ago? 

You  had  inputs  of  $383  million  in  Fiscal  Year  1994.  How  much  did  you  outlay 
in  Fiscal  Year  1994? 

You  have  appropriations  of  $359  million  for  Fiscal  Year  1995.  How  much  do  you 
expect  to  outlay  in  FY  1995? 

How  much  do  you  expect  to  outlay  in  Fiscal  Year  1996? 

Answer.  The  pipeline  figure  as  of  December  31,  1994  was  $520  million.  The  rea- 
son this  figure  is  higher  than  the  December  1993  figure  you  quote  is  that  July  to 
September  of  1994  was  a  particularly  active  period  for  obligations,  and  expenditures 
naturally  follow  several  months  later  as  contractors  get  on  the  ground  and  begin 
operations.  We  are  in  the  midst  of  preparing  the  pipeline  figure  as  of  March  31, 
1995,  and  expect  that  this  figure  will  reflect  an  acceleration  in  expenditures  and 
thus  a  lower  pipeline. 

The  expenditures  for  Fiscal  Year  1994  were  $287.5  million.  I  would  expect  total 
FY  1995  and  FY  1996  expenditures  to  be  roughly  $350  million. 

Question  34.  The  State  Department's  preliminary  evaluation  of  the  Enterprise 
Funds  reports  that  while  the  Czech  Republic  has  had  very  conducive  conditions  for 
the  work  of  the  Enterprise  Funds,  in  practice  the  Czech  Fund  has  had  "one  of  the 
worst  performance  records." 

What  factors  have  affected  the  work  of  the  Czech  Fund? 

Are  reports  correct  that  the  Administration  is  considering  a  cessation  of  the  activi- 
ties of  the  Czech  Fund,  and  focusing  all  of  its  activities  on  Slovakia? 

Answer.  A  recent  evaluation  has  identified  several  management  problems  of  the 
Czech  and  Slovak-American  Enterprise  Fund  (CSAEF)  including  frequent  turnover 
of  both  senior  management  and  investment  staff.  The  evaluation  found  that  the 
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Fund  would  probably  not  be  able  to  achieve  commercial  viability  without  a  major 
restructuring  of  operations.  We  have  made  these  findings  available  to  the  CSAEF. 
Although  the  Fund  disagrees  with  some  of  the  findings,  we  believe  the  Board  of  Di- 
rectors is  taking  this  issue  seriously  and  beginning  to  take  corrective  action. 

We  are  currently  in  discussion  with  the  CSAEF  on  where  their  future  emphasis 
should  lie.  Given  that  the  Czech  Republic  has  made  much  faster  progress  in  its 
transition  to  a  free  market  economy  and  is  more  able  to  attract  foreign  capital  than 
Slovakia,  we  believe  that  the  Fund  should  now  concentrate  its  resources  in  Slovakia. 
The  Fund  has  had  only  a  limited  impact  in  the  Czech  Republic  and  this  is  unlikely 
to  change  in  the  future.  In  Slovakia,  however,  the  Fund  is  already  a  relatively  more 
significant  presence  and,  if  strengthened,  could  become  a  major  source  of  transition 
support  for  the  Slovak  economy.  We  will  continue  to  work  with  the  CSAEF  board 
to  come  up  with  a  strategy  for  the  future.  We  are  not  urging  precipitous  action  or 
a  cessation  of  activities  in  the  Czech  Republic.  However,  a  strategy  for  the  future 
may  entail  an  orderly  phase-down  of  the  Funds'  Czech  investments  with  resources 
being  redeployed  to  Slovakia. 

Question  35.  What  is  the  Administration's  assessment  of  the  restructuring  of  the 
European  Bank  for  Reconstruction  and  Development  (EBRD),  under  its  President 
Jacques  de  Larosiere?  Has  he  fulfilled  his  promise  to  reform  the  functioning  of  the 
Bank?  What  is  your  assessment  of  the  EBRD's  efforts  to  invest  in  Central  and  East- 
ern Europe?  Is  it  doing  a  good  job?  Is  the  Bank  now  complying  with  its  charter  to 
devote  60  of  its  resources  to  the  private  sector?  You  have  requested  $81.9  million 
for  the  EBRD  for  Fiscal  Year  1996.  Will  this  fully  capitalize  the  U.S.  share  of  the 
EBRD,  and  make  up  U.S.  arrearages? 

Answer.  The  performance  of  the  EBRD  has  improved  significantly  since  Mr.  de 
Larosiere  became  President.  He  immediately  undertook  a  complete  review  of  the  op- 
erations of  the  Bank  and  then  redrew  the  internal  structure.  The  revamped  EBRD 
is  organized  on  a  country  basis  which  streamlined  operations  and  reduced  costs.  Ad- 
ministrative expenses  were  cut  by  one  percent  in  1994.  Cost-cutting  efforts  will  con- 
tinue in  1995  with  strong  U.S.  government  support.  As  a  result  of  cost  cutting,  in- 
vestment earnings  from  liquid  assets  and  a  growing  contribution  from  returns  from 
Bank  operations,  the  EBRD  posted  a  profit  in  1994. 

Project  approvals,  as  measured  by  signed  commitments,  were  up  by  74  percent  in 
1994.  The  Bank  has  been  very  successful  in  its  operations  in  Eastern  and  Central 
Europe.  Five  of  its  six  top  markets  are  there.  The  EBRD  also  broadened  its  presence 
in  1994  more  than  doubling  its  investment  in  the  thirteen  countries  where  it  was 
the  least  active.  By  the  end  of  1994  more  than  60  percent  of  the  total  signed  com- 
mitments were  in  the  private  sector.  For  a  number  of  the  countries  at  more  ad- 
vanced stages  of  the  transition  (e.g.  Hungary  and  Poland),  the  percentage  is  much 
higher. 

The  FY-96  150  account  request  will  complete  the  initial  U.S.  commitment  to  the 
EBRD,  including  arrearages. 

Question  36.  In  1989,  the  U.S.  provided  $200  million  as  its  share  of  the  Polish 
Stabilization  Fund.  That  Fund  served  its  purpose  in  stabilizing  the  Polish  currency, 
and  was  disbanded  in  1993.  Poland,  in  consultation  with  the  U.S.  and  donors,  cre- 
ated a  Polish  Bank  Privatization  Fund  in  1993  with  the  proceeds. 

To  date,  there  have  been  no  disbursements  from  the  Polish  Bank  Privatization 
Fund.  Why?  What  is  the  problem  here? 

For  the  past  two  years,  what  has  Poland  been  doing  with  the  $200  million  pro- 
vided by  the  U.S.?  What  has  it  been  doing  with  the  interest  earned  on  it? 

When  can  we  expect  the  Polish  Bank  Privatization  Fund  to  make  its  first  dis- 
bursements, how  much  will  it  disburse  this  year,  and  what  will  be  the  purpose  of 
those  disbursements? 

Answer.  On  January  18,  1995,  the  Operating  Committee  of  the  Polish  Bank  Pri- 
vatization Fund  (PBPF)  approved  the  first  drawing  by  the  Government  of  Poland 
(GOP)  from  the  PBPF.  The  Treasury  Department  serves  as  the  U.S.  Government's 
representative  to  the  Operating  Committee.  The  USG  contribution  to  the  PBPF  was 
financed  from  SEED  Act  Funds  allocated  to  the  Treasury  Department. 

The  purpose  of  the  PBPF,  established  in  December  1992,  is  to  support  the  privat- 
ization of  the  remaining  six  state-owned  commercial  banks  in  Poland.  Once  private 
shareholders  own  more  than  50  percent  of  each  bank's  shares,  funds  from  the  PBPF 
can  be  used  to  defray  principal  and  interest  costs  of  the  recapitalization  bonds  is- 
sued by  the  GOP  to  the  state-owned  commercial  banks  in  1993. 

The  January  18,  1995  drawing  totalled  approximately  $5.3  million  and  was  used 
to  pay  interest  on  the  recapitalization  bonds  issued  to  Bank  Przemyslowo-Handlowy 
(BPH).  A  total  of  51.18  percent  of  the  voting  shares  of  BPH  was  sold  to  private  in- 
vestors, primarily  through  an  initial  public  offering  on  the  Warsaw  Stock  Exchange 
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in  January  1995.  The  GOP  expects  to  make  a  second  drawing  in  July  1995  for  the 
same  amount  and  purpose  as  the  January  1995  drawing. 

The  delay  in  activating  the  PBPF  reflects  two  factors:  (1)  the  two  large  state- 
owned  banks,  which  were  privatized  in  1993,  did  not  receive  any  recapitalization 
bonds;  and  (2)  the  privatization  of  BPH  experienced  several  delays.  As  the  remain- 
ing six  state-owned  commercial  banks  are  privatized,  the  drawings  from  the  PBPF 
will  accordingly  increase.  The  GOP  strategy  is  to  privatize  the  remaining  banks  by 
the  end  of  1996. 

As  of  March  31,  1995,  the  balance  of  the  PBPF  Account  totalled  about  $415  mil- 
lion. (In  January  1995,  Denmark  and  Turkey  made  contributions  to  the  PBPF  of 
roughly  $2.5  million  and  $750,000,  respectively.) 

Regarding  interest  earned,  as  of  December  30,  1994,  the  interest  attributable  to 
the  U.S.  contribution  to  the  PBPF  totalled  $14.2  million.  According  to  the  Federal 
Reserve  Bank  of  New  York,  which  serves  as  agent  bank  for  the  PBPF,  no  drawings 
have  been  made  on  the  interest  earned  on  the  USG  contribution  to  the  PBPF.  Inter- 
est earned  on  the  USG  contribution  to  the  Polish  Stabilization  Fund  (PSF)  was 
transferred  to  an  interest-bearing  account  at  the  National  Bank  of  Poland.  The  Pol- 
ish Government  used  $10.3  million  in  interest  earnings  between  1990  and  1993  to 
pay  interest  on  other  PSF's  contributors  loans,  as  well  as  fees  for  legal  and  account- 
ing services.  As  of  March  31,  1994,  PSF  interest  held  at  the  National  Bank  of  Po- 
land totalled  approximately  $27  million. 

Question  37.  The  Czech  Republic  is  one  of  the  northern  tier  countries  in  which 
SEED  assistance  will  be  phased  out  from  1995-97. 

Is  it  likely  that  FY  1996  will  be  the  final  year  of  SEED  funding  for  the  Czech 
Republic? 

During  the  remaining  two  years  what  will  be  the  emphasis  of  our  assistance  pro- 
gram in  the  country? 

We  have  heard  criticism  of  a  serious  lack  of  democratic  development  in  the  Czech 
Republic  despite  the  rosy  economic  picture. 

To  what  extent  will  you  focus  on  local  and  municipal  development  and  democratic 
institution  building  in  the  Czech  Republic? 

Answer.  FY  1996  will  be  the  final  year  for  new  SEED  obligations  for  the  Czech 
Republic,  with  the  exception  of  regional  activities  (e.g.  the  regional  law  and  democ- 
racy program)  and  minor  funding  Tor  USIA  programs.  During  the  concluding  period 
of  the  SEED-funded  program,  our  priorities  are  as  follows.  In  the  democracy  area, 
the  focus  will  be  on  developing  institutions  for  political  participation.  This  will  in- 
clude work  with  local  governments  and  municipalities  in  mumcipal  finance,  infra- 
structure development,  and  public  administration.  In  terms  of  economic  restructur- 
ing, the  emphasis  will  be  the  continued  transfer  of  assets  to  the  private  sector,  and 
developing  effective  institutions  to  support  a  market  economy,  e.g.  a  banking  sys- 
tem, a  Securities  Exchange  Commission,  and  a  legal  framework. 

The  Czech  Republic  is  a  fully  functioning  parliamentary  democracy  whose  citizens 
enjoy  the  rights  of  free  speech  and  free  assembly.  It  has  an  independent  legislature 
and  a  vigorous,  free  press.  The  government  has  essentially  completed  a  radical  polit- 
ical transformation  begun  in  1989,  having  reinstituted  the  rule  of  law,  reformed  the 
judiciary,  and  brought  law  enforcement,  military  and  intelligence  organizations 
under  civilian  control.  Fully  free  and  fair  nationwide  local  elections  were  held  in  No- 
vember 1994.  Opposition  groups,  including  political  parties,  function  openly  and 
without  hindrance.  Individuals  speak  out  on  political  and  other  issues  and  freely 
criticize  the  government  and  public  figures. 

Question  38.  According  to  the  Administration,  one  of  the  SEED  program's  greatest 
success  has  been  its  assistance  to  the  Czech  Ministry  of  Privatization  where  SEED- 
funded  advisors  have  played  a  key  role  in  the  success  of  the  privatization  program 
so  far. 

What  is  your  assessment  of  Czech  privatization  process? 

How  large  a  role  has  U.S.  investments  played  in  this  process? 

We  hear  the  criticism  that  the  serious  effort  to  restructure  enterprises  in  the 
Czech  Republic  has  yet  to  begin,  despite  large-scale  privatization.  Do  you  agree,  and 
how  is  U.S.  assistance  addressing  that  problem? 

Answer.  The  Czechs  were  first  out  of  the  starting  gate  in  terms  of  privatization 
and  have  sustained  their  momentum.  Nonetheless,  they  still  have  a  way  to  go;  as 
noted,  still  some  35  of  GDP  comes  from  state-owned  enterprises. 

Total  US  investment  from  1990-1994  was  approximately  $650  million  out  of  a 
total  foreign  investment  of  some  $3,077  million  (equating  to  some  21%  of  total). 

Clearly  there  are  many  large  state-owned  enterprises  in  the  Czech  Republic  which 
have  not  been  privatized  and  need  to  be  restructured.  Our  Czech  Republic  privatiza- 
tion program  has  been  somewhat  refocused  to  include  restructuring;  the  most  recent 
extension  of  our  assistance  project  to  the  Czech  Ministry  of  Privatization  entails  as- 


BOSTON  PUBLIC  LIBRARY 


82       3  9999  05983  908  2 

sistance  explicitly  for  the  restructuring  and  preparation  of  tenders  for  16  energy  dis- 
tribution companies. 

We  are  providing  a  large  rehabilitation/development  project  at  one  of  the  major 
banks,  the  CSOB.  One  of  the  components  of  this  project  is  development  of  a  work- 
out capability,  essentially  providing  the  bank  with  the  tools  to  provide  enterprise 
restructuring  itself. 

It  is  true  that  while  most  Czech  enterprises  have  been  privatized,  many  have  not 
yet  undergone  significant  restructuring.  While  mass-privatization  has  accomplished 
ownership  transformation,  in  many  cases  the  old  management  has  remained  in 
place.  And  thus,  in  many  cases,  the  managerial  discipline  and  resulting  restructur- 
lnghas  not  been  imposed. 

The  Czech  Government  has  done  virtually  no  pre-privatization  restructuring,  con- 
sistent with  its  emphasis  on  the  primacy  of  transformation  of  ownership  and  the 
idea  that  restructuring  should  be  the  responsibility  of  the  new,  private  owners. 
USAID  has  not  been  involved  in  post-privatization  restructuring,  in  part  because 
there  are  many  other  commercial  providers  of  restructuring  advisory  services  in  the 
Czech  Republic,  and  in  part  because  of  the  desire  to  maintain  focus  on  on-going 
projects  with  the  decision  to  phase  out  of  Czech  Republic  by  1996.  (This  is,  however, 
an  increasingly  important  activity  for  USAID  in  other  CEE  countries). 

Question  39.  What  are  the  Administration's  plans  regarding  graduation  of  Bul- 
garia and  the  other  Balkan  states  from  the  Jackson-Vanik  provisions  of  the  Trade 
Act  of  1974? 

Answer.  President  Clinton  determined  that  Bulgaria  was  in  Full  Compliance  with 
Jackson-Vanik  provisions  in  June  1993. 

At  that  time,  he  noted  the  Administration  intended  to  work  towards  full  gradua- 
tion of  Bulgaria  from  Jackson-Vanik  provisions. 

The  President  has  reported  to  Congress  at  the  prescribed  six-month  intervals 
since  that  time  that  Bulgaria  remains  in  full  compliance. 

During  the  February  1995  visit  of  President  Zhelev  to  Washington,  the  President 
stated  that  the  Administration  would  work  energetically  with  Congress  to  pass  the 
required  legislation  removing  Bulgaria  from  Title  IV  of  the  1974  Trade  Act. 

Draft  legislation  has  been  circulated  to  this  effect;  we  fully  and  actively  support 
this  process. 

Bulgaria's  current  (socialist-led)  government  was  democratically  elected  in  Decem- 
ber 1994  and  we  see  no  reason  to  delay  full  graduation.  The  emigration  criteria 
cited  in  the  Jackson-Vanik  amendment  are  being  fully  met,  and  there  are  no  major 
problems  involving  the  human  rights  situation. 

Question  40.  The  Administration  plans  to  phase  out  Estonia  from  the  USADD  bi- 
lateral assistance  programs  in  September  1996;  in  light  of  the  election  results  ("vot- 
ing the  former  communists  back  into  power"),  do  you  still  plan  to  phase  out  assist- 
ance? 

Answer.  The  election  results  showed  that,  as  expected,  the  pendulum  has  swung 
to  the  left  after  three  years  of  the  most  vigorous  economic  reforms  in  Central  Eu- 
rope. However,  the  coalition  government  now  being  formed  is  hardly  post-com- 
munist: neither  the  Coalition  Party  of  Prime  Minister-designate  Tiit  Vahi  nor  the 
Centrist  Party  of  Interior  Minister-designate  Edgar  Savisaar  is  the  descendant  of 
the  Estonian  Communist  Party.  As  Vice  President  Gore  told  Mr.  Vahi  on  March  13, 
our  interest  is  in  seeing  Estonia  hew  closely  to  reform  and  re-integration  into  the 
West.  Mr.  Vahi  acknowledged  the  importance  of  staying  the  course. 

Although  our  bilateral  assistance  program  is  to  end  in  September  1996,  Estonia 
will  continue  to  benefit  from  regional  programs.  Foremost  among  these  are  the  Bal- 
tic-American Enterprise  Fund,  whose  Tallinn  office  is  opening  April  13,  and  the  Law 
and  Democracy  program,  which  provides  both  law  enforcement  training  and  tech- 
nical assistance  for  the  redrafting  of  Estonia's  legal  codes. 

Question  41.  On  March  21st  you  sent  up  a  notice  under  Section  610  of  the  Foreign 
Assistance  Act  (allowing  for  the  transfer  of  funds  between  accounts)  transferring  $5 
million  in  FY  1995  funds  from  SEED  assistance  to  a  peacekeeping  account,  in  order 
to  provide  $5  million  to  support  the  Baltic  Peacekeeping  Battalion. 

— Why  did  you  decide  to  transfer  funds  from  the  SEED  account  for  this  purpose? 

— Doesn't  this  transfer  harm  the  integrity  of  a  program,  the  SEED  program,  that 
was  designed  solely  as  assistance  for  political  and  economic  reform  m  Eastern 
Europe? 

— What  makes  you  cross  the  line  here  and  decide  to  use  economic  assistance  for 
military  assistance  purposes? 

Answer.  Time  is  of  the  essence;  we  need  to  move  fast  to  get  the  Baltic  Battalion — 
the  security  cornerstone  for  all  three  Baltic  states— up  and  fully  running.  With  its 
emphasis  on  peacekeeping,  subregional  cooperation,  development  of  non-offensive 
militaries,  and  NATO  interoperability,  the  Baltic  Battalion  epitomizes  PFP  objec- 
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tives.  The  Baltic  states  are  counting  on  the  U.S.  to  meet  its  funding  commitment 
this  fiscal  year — a  commitment  made  by  the  President  and  reiterated  a  month  ago 
by  the  Vice  President.  At  this  point  we  do  not  see  what  other  account  has  enough 
in  it  to  cover  the  Baltic  Battalion  gap. 

The  decision  to  resort  to  the  610  mechanism  is  evidence  that  the  Administration 
recognizes  that  this  falls  outside  the  uses  intended  for  SEED  funds,  and  reinforces 
the  recognition  of  the  one-time  nature  of  this  decision,  forced  on  the  Administration 
by  the  exceptional  demands  placed  on  the  overall  150  account  this  year,  particularly 
the  burdens  of  coping  with  emergency  demands  for  Haiti. 

In  this  context  the  Administration  has  requested  a  supplemental  to  the  FY  1995 
150  account  to  replenish  this  $5  million  for  SEED. 
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